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REFORMING  GOVERNMENT:  WHAT  REALLY 
NEEDS  TO  BE  DONE? 


THURSDAY,  JANUARY  27,  1994 

U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
SD-106,  Dirksen  Senate  Office  Building,  Hon.  John  Glenn,  Chair- 
man of  the  Committee,  presiding. 

Present:  Senators  Glenn,  Levin,  Lieberman,  Dorgan,  and  Roth. 

OPENING  STATEMENT  OF  CHAIRMAN  GLENN 

Chairman  GLENN.  The  hearing  will  be  in  order. 

Today  the  Committee  on  Governmental  Affairs  meets,  as  it  has 
many  times  before,  to  discuss  improvements  to  the  management 
and  performance  of  the  Federal  Government.  For  many  years,  the 
Governmental  Affairs  Committee  has  worked  to  carry  out  the  man- 
date of  improving  the  efficiency  and  organization  of  government.  I 
know  that  the  press  does  not  always  give  attention  to  this  area,  for 
talking  about  efficiencies  of  government  has  all  the  appeal  and  ex- 
citement, as  we  have  said  before,  of  watching  mud  dry. 

Nevertheless,  I  believe  we  have  obtained  considerable  success,  in- 
cluding things  such  as  the  Chief  Financial  Officers  Act  and  expan- 
sion of  the  Inspectors  General  to  almost  all  agencies  and  depart- 
ments of  government.  Now  we  have  to  make  them  work. 

With  the  CFO  Act,  agencies  will,  for  the  first  time,  give  year-end 
audited  statements  of  what  works  and  what  doesn't  work.  Until 
now,  each  department  basically  took  their  old  budget,  asked  for  an 
increase  based  on  inflation  and  a  little  more,  and  that  was  it.  Now 
we  will  be  able  to  really  look  at  programs  and  analyze  them  year 
by  year.  Can  you  imagine  that  this  has  never  been  done  before  in 
government,  across  all  of  government?  Now  it  will  be. 

With  the  IGs,  we  are  doing  very  well  in  ferreting  out  fraud, 
waste,  and  abuse.  Last  year,  we  had  some  2,296  successful  prosecu- 
tions and  recouped  about  $1  billion,  and  that  is  just  the  start. 

While  little  heralded,  I  believe  these  are  key  building  blocks  to- 
ward any  successful  revamping  of  government  and  are  necessary  to 
restore  public  confidence  that  tax  dollars  are  wisely  and  produc- 
tively spent. 

Unfortunately,  we  still  have  a  long  way  to  go.  We  have  held  doz- 
ens and  dozens  of  hearings  pointing  out  waste  and  inefficiency  and 
mismanagement  in  government,  wasteful  practices  that  would 
never  be  tolerated  in  the  private  sector.  Governmental  Affairs  Com- 
mittee hearing  records  should  be  held  up,  if  there  was  such  a  thing, 

(l) 


as  grand  jury  evidence  in  the  court  of  public  opinion  that  indict- 
ments are  in  order  if  these  things  are  not  corrected. 

Yet  we  have  gone  hearing  after  hearing,  year  after  year,  and  the 
inertia  of  government  prevails.  I  think  we  must  be  tough.  The  sys- 
tem must  be  changed  and  we  must  respond  to  these  problems. 

Let  me  give  you  just  a  couple  of  examples.  The  government  now 
has  at  least  878  financial  management  systems,  more  than  1,300 
applications.  Only  30  percent  of  these  systems  come  up  to  normally 
accepted  business  standards.  Let  me  repeat  that.  Only  30  percent 
of  these  systems  come  up  to  normally  accepted  business  standards. 

The  Internal  Revenue  Service  has  an  estimated  $120  billion 
owed  to  it.  A  lot  of  that  is  from  businesses  that  are  bankrupt  or 
individual  bankruptcies  and  not  collectible,  but  there  is  $18.7  bil- 
lion in  accounts  receivable  that  are  actually  collectible  right  now  if 
we  just  go  after  it.  That  is  by  their  own  estimate. 

In  the  first  9  months  of  fiscal  1993,  contractors  returned  $1.4  bil- 
lion to  the  Defense  Department,  saying  they  hadn't  been  sent  a  bill 
to  begin  with  or  were  not  owed  the  money.  These  were  payments 
made  where  no  bill  was  submitted. 

High  risk  agencies  continue  to  waste  funds  and  hurt  the  govern- 
ment's credibility.  Problems  with  defense  inventory,  Energy  De- 
partment contractors,  transportation  grants,  Medicare  payments, 
and  HUD  programs  are  undermining  effective  service  delivery  and 
making  government  a  laughing  stock  for  anyone  running  a  busi- 
ness or  a  large  organization. 

Instead  of  government  being  a  paragon  of  propriety  in  how  tax- 
payer money  is  spent,  an  example  of  how  to  do  things  well,  as  it 
should  and  could  be,  it  too  often  is  exactly  the  opposite. 

One  would  think  that  just  pointing  out  such  poorly  functioning 
and  wasteful  management  would  result  in  immediate  corrective  ac- 
tion, but  this  has  not  been  the  case.  Year  after  year,  we  have  had 
hearings  pointing  out  these  same  problems,  and  year  after  year, 
public  frustration  and  doubts  about  government  have  grown. 

A  major  part  of  the  solution  is  leadership  and  institutional  com- 
mitment. With  past  administrations,  I  have  repeatedly  said  that 
the  "M"  in  OMB  stood  too  often  for  "moribund",  more  than  it  did 
for  "management".  But  it  is  the  "M"  in  OMB  that  will  determine 
whether  we  have  the  strong,  tough  leadership  to  change  the  man- 
agement course  of  government. 

I  think  the  NPR,  the  National  Performance  Review,  does  a  good 
job  of  pointing  out  many  areas  in  which  we  need  to  make  imme- 
diate improvements.  Little  progress  will  be  made  on  these  issues 
unless  we  pay  attention  to  the  statutory  foundation  that  Congress 
gave  OMB  and  expects  it  to  fulfill  for  improving  the  Federal  Gov- 
ernment's management  and  performance. 

But  statutory  foundation  means  nothing  unless  it  is  used  and  it 
is  exercised.  As  part  of  that  foundation,  it  is  imperative  that  the 
administration,  as  soon  as  possible,  fill  the  positions  of  OMB  Dep- 
uty Director  for  Management  and  Controller  of  OMB's  Office  of 
Federal  Financial  Management.  I  think  that  is  critical. 

We  are  at  a  very  crucial  juncture  for  improving  the  operation  of 
government.  The  NPR  has  highlighted  management  reform  as  an 
administration  priority.  The  CFO  Act  is  starting  to  make  a  dif- 
ference. We  continue  to  see  excellent  results  from  the  Inspectors 


General,  and  within  a  few  months  I  hope  to  achieve  reauthoriza- 
tion of  the  Paperwork  Reduction  Act,  which  should  help  to  invig- 
orate OMB's  efforts  to  reduce  paperwork  burdens  and  improve  the 
government's  information  resources  management. 

We  expect  also  to  streamline  the  government's  procurement  and 
personnel  systems  while  maintaining  important  safeguards  integral 
to  Federal  operations. 

This  year,  we  will  witness  OMB's  initial  efforts  to  test  the  Gov- 
ernment Performance  and  Results  Act,  a  product  of  this  Commit- 
tee. Used  properly,  that  Act  can  help  answer  the  simple  questions, 
what  are  departments  and  agencies  of  government  charged  with 
doing,  what  are  their  mandates,  their  responsibilities  to  the  tax- 
payers of  this  Nation,  and  most  importantly  of  all,  how  well  are 
they  doing  it? 

Still,  the  question  remains  whether  all  of  these  various  efforts 
can  together  provide  a  renewed  emphasis  on  improving  government 
effectiveness  or  whether  it  will  simply  end  up  being  business  as 
usual. 

In  the  coming  months,  we  will  seek  the  guidance  of  the  General 
Accounting  Office  and  the  administration  in  determining  the  prior- 
ities on  which  Congress  should  focus.  I  would  say  this  morning  that 
just  the  very  title  "General  Accounting  Office"  may  be  sufficient  to 
induce  sleep  in  many  people,  with  mental  images  of  green  eye 
shades  and  giant  ledgers. 

The  GAO,  far  from  those  historical  origins,  is  today  the  chief  in- 
vestigative arm  of  the  Congress,  and,  as  such,  I  believe,  performs 
an  indispensable  role  in  not  only  accounting  and  auditing  matters 
but  in  all  areas  of  investigative  work  so  that  we  know  what  is 
going  on  in  government. 

This  morning,  we  are  pleased  to  welcome  Charles  Bowsher, 
Comptroller  General  of  the  United  States,  and  as  such,  the  head 
of  the  General  Accounting  Office.  His  work  and  past  testimony  has 
been  key  to  much  of  the  work  and  legislative  activity  of  this  Com- 
mittee, including  the  CFO  Act,  the  IG  Act,  the  high  risk  list,  and 
other  important  areas.  Mr.  Bowsher  has  appeared  many  times  be- 
fore the  Committee  and  we  appreciate  his  willingness  to  come  here 
this  morning  and  give  us  some  insights  on  these  matters  and  pro- 
vide us  with  his  views. 

Today,  I  hope  that  Mr.  Bowsher  can  help  us  to  prioritize  for  the 
Committee  and  the  Congress  the  improvements  that  government 
can  and  should  have  made  immediately  and  to  the  greatest  effect. 

Next  week,  the  Committee  will  hear  from  OMB  Director  Panetta, 
and  we  hope  that  he,  too,  will  spell  out,  on  the  other  side,  the  ad- 
ministration's priorities  for  action. 

Prepared  Statement  of  Senator  Glenn 

Good  morning.  Today  the  Committee  on  Governmental  Affairs  meets,  as  it  has 
many  times  before,  to  discuss  improvements  to  the  management  and  performance 
of  the  Federal  Government. 

For  many  years,  the  Governmental  Affairs  Committee  has  worked  to  carry  out  the 
mandate  of  improving  the  efficiency  and  organization  of  government.  The  press  does 
not  always  give  great  attention  to  this  area.  Talking  about  efficiencies  of  govern- 
ment has  all  the  appeal  and  excitement,  as  someone  once  said,  of  "watching  mud 
dry."  Nevertheless,  I  believe  we  have  obtained  considerable  success,  including  the 
Chief  Financial  Officers  Act  and  expansion  of  the  Inspectors  General  to  almost  all 
agencies  and  departments  of  government. 


With  the  CFO  Act,  we  will  for  the  first  time  give  year-end  audited  statements  of 
what  works,  and  what  doesn't  work.  Until  now,  we  took  the  old  budget,  asked  for 
an  increase  based  on  inflation  and  a  little  more,  and  that  was  it.  Now,  we  will  be 
able  to  really  look  at  programs  and  analyze  them.  Can  you  imagine  that  this  has 
never  been  done  before  in  government?  Now  it  will  be.  With  the  IGs,  we  are  doing 
very  well  in  ferreting  out  fraud,  waste  and  abuse.  Last  year,  we  had  some  2,296 
successful  prosecutions  and  recouped  about  $1  billion — and  that  is  just  the  start. 

While  little  heralded,  I  believe  these  are  key  building  blocks  toward  any  success- 
ful revamping  of  government,  and  are  necessary  to  restore  public  confidence  that 
tax  dollars  are  wisely  and  productively  spent. 

Unfortunately,  we  still  have  a  long  way  to  go.  The  committee  has  held  dozens  of 
hearings  pointing  out  considerable  waste,  inefficiency  and  mismanagement  in  gov- 
ernment— wasteful  practices  that  would  never  be  tolerated  in  the  private  sector.  The 
Governmental  Affairs  Committee  hearing  record  should  be  held  up— if  there  was 
such  a  thing — as  grand  jury  evidence  in  the  court  of  public  opinion  that  indictments 
are  in  order  if  these  things  are  not  corrected.  Yet,  we  have  gone  hearing  after  hear- 
ing, year  after  year,  and  the  inertia  of  government  prevails.  We  must  be  tough.  The 
system  must  be  changed,  and  we  must  respond  to  these  problems. 

For  example: 

•  The  government  now  has  at  least  878  financial  management  systems,  with  more 
than  1,300  applications.  But  only  30  percent  of  these  systems  come  up  to  nor- 
mally accepted  business  standards. 

•  The  Internal  Revenue  Service  has  an  estimated  $120  billion  owed  to  it,  and 
there  is  $18.7  billion  in  accounts  receivable  actually  collectible  right  now— we 
just  need  to  go  after  it. 

•  In  the  first  9  months  of  fiscal  1993,  contractors  returned  $1.4  billion  to  the  De- 
fense Department,  saying  that  they  had  never  sent  a  bill  to  the  government  to 
begin  with  or  were  not  owed  the  money.  These  were  payments  made  where  no 
bill  was  submitted. 

•  High  risk  agencies  continue  to  waste  funds  and  hurt  the  government's  credibil- 
ity. Problems  with  defense  inventory,  Energy  Department  contractors,  transpor- 
tation grants,  Medicare  payments  and  HUD  programs,  are  undermining  effec- 
tive service  delivery  and  making  government  a  laughing  stock  for  anyone  run- 
ning a  business  or  a  large  organization.  Instead  of  government  being  a  paragon 
of  propriety  in  how  taxpayer  money  is  spent— an  example  of  how  to  do  things 
well,  as  it  should  and  could  be — it  too  often  is  exactly  the  opposite. 

One  would  think  that  just  pointing  out  such  poorly  functioning  and  wasteful  man- 
agement would  result  in  immediate  corrective  action,  but  this  has  not  been  the  case. 
Year  after  year  we  have  had  hearings  pointing  out  these  same  problems.  And  year 
after  year  public  frustration  and  doubts  about  government  have  grown. 

A  major  part  of  the  solution  is  leadership  and  institutional  commitment.  With 
past  administrations,  I  have  repeatedly  said  that  the  "M"  in  OMB  stood  for  "mori- 
bund" more  than  it  did  for  "management."  But  it  is  the  "M"  in  OMB  that  will  deter- 
mine whether  we  have  the  strong,  tough  leadership  in  place  to  change  the  manage- 
ment course  of  government.  I  think  that  the  National  Performance  Review  does  a 
good  job  of  pointing  out  many  areas  in  which  we  need  to  make  immediate  improve- 
ments. Little  progress  will  be  made  on  these  issues  unless  we  pay  attention  to  the 
statutory  foundation  that  Congress  gave  OMB  and  expects  it  to  fulfill— for  improv- 
ing the  Federal  Government's  management  and  performance.  But  statutory  founda- 
tion means  nothing  unless  its  used  and  exercised.  As  part  of  that  foundation,  it  is 
imperative  that  the  Administration  as  soon  as  possible  fill  the  positions  of  OMB 
Deputy  Director  for  Management  and  Controller  of  OMB's  Office  of  Federal  Finan- 
cial Management. 

We  are  at  a  very  crucial  juncture  for  improving  the  operation  of  government.  Ihe 
NPR  has  highlighted  management  reform  as  an  Administration  priority.  The  CFO 
Act  is  starting  to  make  a  difference.  We  continue  to  see  excellent  results  from  the 
Inspectors  General.  And,  within  a  few  months,  I  hope  to  achieve  reauthorization  of 
the  Paperwork  Reduction  Act,  which  should  help  to  invigorate  OMB's  efforts  to  re- 
duce paperwork  burdens  and  improve  the  government's  information  resources  man- 
agement. We  expect  also  to  streamline  the  government's  procurement  and  personnel 
systems  while  maintaining  important  safeguards  integral  to  Federal  operations.  And 
this  year  will  witness  OMB's  initial  efforts  to  test  the  Government  Performance  and 
Results  Act,  a  product  of  this  committee.  Used  properly,  that  act  can  help  answer 
the  simple  question:  what  are  departments  and  agencies  of  government  charged 
with  doing,  what  are  their  mandates,  their  responsibilities  to  the  taxpayer  of  the 
Nation,  and  how  well  are  they  doing  it? 


Still,  the  question  remains:  whether  all  of  these  various  efforts  can  together  pro- 
vide a  renewed  emphasis  on  improving  government's  effectiveness,  or  whether  it 
will  simply  end  up  being  business  as  usual. 

In  the  coming  months,  we  will  seek  the  guidance  of  the  General  Accounting  Office 
and  the  Administration  in  determining  the  priorities  on  which  Congress  should 
focus.  Just  the  title— General  Accounting  Office — may  be  sufficient  to  induce  sleep 
in  many  people,  with  mental  images  of  green  eye  shades  and  giant  ledgers.  But 
GAO,  far  from  those  historical  origins,  is  today  the  chief  investigative  arm  of  the 
Congress,  and  as  such,  performs  an  indispensable  role  in  not  only  accounting  and 
auditing  matters,  but  in  all  areas  of  investigative  work  so  that  we  know  "what's 
going  on"  in  government. 

This  morning  we  are  pleased  to  welcome  Charles  Bowsher,  Comptroller  General 
of  the  United  States  and— as  such— the  head  of  the  General  Accounting  Office.  His 
work  and  past  testimony  has  been  key  to  much  of  the  work  and  legislative  activity 
of  this  committee,  including  the  CFO  Act,  the  IG  Act,  the  high  risk  list  and  other 
important  areas.  Mr.  Bowsher  has  appeared  many  times  before  the  Committee  and 
we  appreciate  his  willingness  to  come  here  this  morning  and  provide  us  with  his 
views. 

Today,  I  hope  that  Mr.  Bowsher  can  help  prioritize  for  the  Committee  and  Con- 
gress the  improvements  to  government  that  can — and  should — be  made  imme- 
diately, and  to  greatest  effect.  Next  week,  the  Committee  will  hear  from  OMB  Direc- 
tor Panetta,  and  we  hope  that  he  will  spell  out  the  Administration's  priorities  for 
action. 

Thank  you. 

Chairman  Glenn.  Senator  Roth,  do  you  have  any  comments? 

OPENING  STATEMENT  OF  SENATOR  ROTH 

Senator  ROTH.  Thank  you,  Mr.  Chairman.  I  would  like  to  wel- 
come our  Comptroller  General,  Mr.  Bowsher. 

Having  just  spent  time  with  our  constituents,  we  have  all  been 
reminded  just  how  frustrated  they  are  with  government.  They  find 
it  costly,  bloated,  wasteful,  and  not  working  well.  In  a  nutshell, 
they  want  better  performance  for  their  tax  dollar. 

My  hope  is  that  today's  hearing,  as  well  as  the  one  next  Wednes- 
day with  the  OMB  Director,  will  help  us  address  some  of  these 
frustrations. 

In  examining  a  broad  range  of  problems  in  various  government 
programs,  we  should  strive  to  draw  general  conclusions  on  how  to 
address  them  comprehensively.  In  other  words,  our  task  is  to  be 
the  foresters  of  the  Congress,  to  examine  the  individual  trees  so 
that  we  can  better  understand  the  forest.  When  we  discuss  a  cer- 
tain problem  in  a  particular  program,  perhaps  the  most  important 
question  we  can  ask  is  what  does  this  tell  us  about  the  Federal 
Government  generally?  Otherwise,  we  run  the  risk  of  truly  not  see- 
ing the  forest  for  the  trees. 

In  that  regard,  I  think  the  Committee  can  rightfully  be  proud  of 
its  work.  Two  of  its  most  significant  recent  achievements  have  been 
the  enactment  of  the  Chief  Financial  Officers  Act  and  the  Govern- 
ment Performance  and  Results  Act.  With  both  of  these  tools  being 
put  in  place,  all  Federal  agencies  can  begin  major  efforts  to  im- 
prove their  financial  and  programmatic  performance. 

Even  with  guarded  optimism  about  the  eventual  success  of  these 
measures,  I  am  sure  we  all  have  a  sense  that  more  needs  to  be 
done.  What  is  called  for  is  no  less  than  the  fundamental  structural 
and  operational  reform  of  government. 

For  years,  I  have  been  calling  for  creation  of  a  bipartisan  com- 
mission charged  with  developing  a  set  of  comprehensive  reform 
proposals.  Last  year,  I  was  pleased  to  work  with  Senators  Glenn 


and  Lieberman  to  help  develop  the  necessary  legislation,  which  the 
Committee  has  reported.  Even  with  the  good  work  of  the  Vice 
President  in  his  national  Performance  Review,  I  believe  this  com- 
mission is  still  needed.  It  could  help  expedite  consideration  of  the 
NPR  proposals,  as  well  as  look  to  the  further  reforms  that  I  think 
are  essential.  I  hope  we  can  move  this  legislation  forward  soon. 

Turning  to  the  written  statement  that  Mr.  Bowsher  has  submit- 
ted this  morning,  I  would  just  like  to  note  two  of  the  themes  that 
occur  throughout  it.  One  is  the  lack  of  sustained  management  lead- 
ership in  implementing  reforms  already  mandated,  and  the  other 
is  how  often  problems  are  attributed,  at  least  in  part,  to  personnel 
weaknesses  and  the  lack  of  skilled  staff. 

This  leads  me  to  a  fundamental  concern  I  have  had  for  some 
time.  It  is  the  seemingly  weak  personal  accountability  we  have  in 
government  when  problems  occur  for  which  there  is  no  legitimate 
excuse.  If  money  is  lost  because  of  inadequate  financial  controls,  is 
anyone  ever  held  responsible?  Who  is  held  accountable  for  the  lack 
of  sustained  management  leadership  or  personnel  weaknesses?  It  is 
probably  not  sufficient  to  say  that  the  President  or  the  agency  head 
is  responsible.  Perhaps  in  theory,  yes,  but  in  reality,  we  rarely  lay 
blame  at  their  feet. 

Until  these  kind  of  problems  have  real  consequences  for  real  peo- 
ple, I  suspect  we  will  continue  to  read  of  them  in  all  the  IG  and 
GAO  reports.  I  cannot  help  but  think  that  if  the  person  most  di- 
rectly responsible  for  the  problem  and  that  person's  immediate  su- 
pervisor were  required  to  be  named  for  each  problem  cited  in  an 
audit  report,  we  might  see  some  real  improvement. 

Mr.  Chairman,  I  look  forward  to  Mr.  Bowsher's  guided  walk 
through  the  forest  this  morning  and  yield  the  floor. 

Chairman  Glenn.  We  have  the  National  Park  Service  here  this 
morning.  [Laughter.] 

Chairman  Glenn.  Senator  Dorgan. 

OPENING  STATEMENT  OF  SENATOR  DORGAN 

Senator  DORGAN.  Mr.  Chairman,  thank  you  very  much. 

This  is  a  timely  and  interesting  topic,  one  that  we  have  visited 
before  and  likely  will  visit  often  in  the  future.  I  don't  want  to  sound 
a  note  of  despair,  but  I  often  wonder  whether  we  will  ever  find  our 
way  out  of  the  bureaucratic  swamp,  or  be  able  to  drain  the  swamp, 
for  that  matter.  That  is  in  Bill  Roth's  forest,  that  swamp.  [Laugh- 
ter.] 

Senator  DORGAN.  I  have  attended  hearings  where  we  have 
learned  that  assets  that  were  seized  by  the  Federal  Government, 
we  are  losing  money  on  them.  How  can  you  lose  money  on  assets 
you  got  for  nothing?  Only  in  America,  I  guess,  and  only  in  a  bu- 
reaucracy. 

I  have  seen  us,  on  the  same  day,  plea  bargain  a  criminal  charge 
against  a  large  contractor  that  is  doing  business  with  the  Federal 
Government  and  sign  a  contract,  another  large  contract,  on  the 
same  day  with  the  same  contractor  that  was  plea  bargaining  a 
criminal  charge  five  miles  away.  You  just  shake  your  head  and 
wonder  how  on  earth  do  you  get  your  arms  around  a  bureaucracy. 

There  is  some  hope.  I  have  worked  on  government  waste  issues 
and  published  a  report  and  continued  to  chip  away  at  them.  The 


hope  is  that  we  have  a  chairman  and  a  ranking  member  who  pay 
attention  to  this  issue  and  care  about  it  and  have  a  lot  of  energy 
to  spend  on  this  matter,  and  I  applaud  both  of  them. 

Let  me  just  say  a  word  about  the  GAO.  The  GAO  has  been  under 
some  fire  over  time.  A  lot  of  people  don't  like  the  answers  the  GAO 
gives  them.  I  have  gotten  a  couple  that  I  thought  were  half  goofy, 
but  it  is  what  the  GAO  thinks  after  they  have  looked  at  something. 
The  GAO  consistently  produces  quality  work  to  help  us  find  a  way 
to  make  this  bureaucracy  work  better,  and  I,  at  a  time  when  there 
is  some  controversy,  want  to  say  that  your  organization,  I  think, 
performs  well  and  performs  a  very  necessary  service  for  this  Con- 
gress, Mr.  Bowsher. 

Mr.  Bowsher.  Thank  you. 

Senator  DORGAN.  Finally,  let  me  say  part  of  the  hope  is  the 
reinvent  government  proposal  offered  by  this  administration.  There 
is  a  lot  of  talk  about  a  lot  of  things,  but  the  fact  is,  Vice  President 
Gore  has  come  up  with  very  specific  recommendations,  many  of 
which  are  very  controversial,  some  of  them  almost  breathtaking, 
but  they  also  have  their  nose  to  the  grindstone.  They  are  intent  on 
reinventing  the  way  this  government  works  and  they  deserve,  I 
think,  a  note  of  thanks  as  well. 

Thank  you,  Mr.  Chairman,  for  holding  this  hearing,  and  I  look 
forward  to  participating  this  year  on  a  wide  range  of  issues  to 
make  this  government  work  better.  Thank  you  very  much. 

Chairman  GLENN.  Thank  you. 

Senator  Lieberman. 

OPENING  STATEMENT  OF  SENATOR  LIEBERMAN 

Senator  Lieberman.  Thank  you,  Mr.  Chairman. 

Having  heard  Senator  Roth's  reference  to  the  forest  and  Senator 
Dorgan's  reference  to  the  swamp,  I  think  the  only  area  left  to  me 
is  the  air,  so  I  will  use  air  pollution  metaphors  throughout  my  re- 
marks. [Laughter.] 

Senator  Lieberman.  I  would  say,  as  I  look  at  Mr.  Bowsher  and 
his  team  here  this  morning,  that  I  have  the  sense  that  in  some 
measure  the  smog  is  lifting,  though  it  has  not  yet  lifted.  Of  course, 
the  tribute  that  I  want  to  pay  him,  in  which  I  echo  what  others 
have  said,  is  that  he  has  been  out  there  fighting  for  a  long  time 
this  smog  of  a  heavy  government,  of  a  government  that  is  not  as 
lean  and  efficient  as  it  should  be. 

I  would  say,  and  I  can  do  this  because  I  wasn't  here  when  GAO 
was  created,  that  for  all  the  abuse  Congress  takes,  it  is  the  Con- 
gress that  created  the  GAO.  There  was  a  recognition  of  that  time, 
and  in  the  later  work  done  through  the  leadership  of  this  Commit- 
tee with  the  creation  of  the  Inspectors  General,  that  we  have  an 
obligation  to  try  to  set  up  systems  to  make  this  enormous  appara- 
tus of  the  Federal  Government  work  more  efficiently. 

The  reason  I  think  that  the  smog  is  lifting  is  that  we  are  a  politi- 
cal body,  after  all,  and  it  does  seem  that  the  political  center  has 
moved.  The  direction  of  political  pressure  has  moved  so  that  when 
we  are  home  we  feel  as  much  pressure  to  cut  as  we  traditionally 
have  to  spend.  That  is  good  news,  and  it  is  being  reflected  here  in 
some  of  the  tough  votes  that  have  been  cast  to  cut  spending.  It  has 
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been  reflected  also  in  the  good  news  about  the  drop  in  the  annual 
Federal  deficit. 

But  Lord  knows,  and  not  only  does  the  Lord  know  but  Mr. 
Bowsher's  report  and  testimony  will  indicate  today  in  detail,  that 
there  is  still  a  lot  more  work  to  be  done.  Of  course,  this  is  work 
that  will  never  end  because  of  the  size  of  the  systems,  the  size  of 
the  Federal  bureaucracy,  and  the  natural  human  inclination,  un- 
less there  are  incentives  otherwise,  to  fall  into  patterns  that  are 
wasteful. 

I  appreciate  this  opportunity,  once  again,  to  hear  Mr.  Bowsher's 
testimony  and  its  business  of  righting  waste,  which  is  not  always 
glamorous  but  obviously  is  critically  important  to  our  keeping  faith 
with  the  taxpayers  of  this  country,  whose  hard-earned  money  we 
are  spending  and  who  are  rightly  incensed  when  that  money  is 
being  wasted. 

Mr.  Bowsher's  reports  continue  to  be  not  just  sobering  but  often 
shocking.  Just  to  cite  a  few  of  the  things  that  GAO  has  found  in 
the  last  year,  $6  million  in  active  duty  pay  to  people  who  had  left 
the  Army — left  the  Army — but  whose  names  had  not  been  deleted 
from  the  payroll  files;  DOD  continuing  to  stockpile  billions,  not  mil- 
lions but  billions,  in  unnecessary  inventories;  and  Medicare  losing 
a  chance  to  save,  again,  billions  of  taxpayer  dollars  because  of  lack 
of  adequate  controls  over  benefit  payments. 

Those  are  the  types  of  disclosures  that  make  ordinary  working 
Americans,  and,  may  I  say,  ordinary  working  members  of  Congress, 
enraged  and  wanting  to  do  something  about  them. 

Mr.  Chairman,  this  will  obviously  be  a  challenging  year  for  all 
of  us  as  we  work  to  implement  the  recommendations  of  the  Vice 
President's  national  Performance  Review,  particularly  in  the  areas 
of  procurement  and  civil  service  reform,  but  there  are  also  many 
more  targeted  recommendations  before  our  Committee  in  the  form 
of  H.R.  3400,  which  passed  the  House  just  before  Thanksgiving  of 
last  year,  and  which  contain  a  number  of  specific  streamlining 
changes  and,  I  think,  important  rescissions.  I  hope,  Mr.  Chairman, 
that  the  Committee  will  be  able  to  move  forward  expeditiously  to 
complete  work  on  H.R.  3400  so  that  the  full  Senate  can  act  on  it 
as  well. 

Mr.  Bowsher  makes  the  point  in  his  testimony  that  government 
streamlining  and  management  reform  take  a  solid  commitment 
from  the  highest  levels  of  our  government,  and  of  course  he  is 
right.  I  am  pleased  that  we  have  that  commitment  from  both  Presi- 
dent Clinton  and  Vice  President  Gore.  The  time  now  is  for  us  here 
in  Congress  to  step  up  to  the  plate  and  do  our  job.  I  know,  Mr. 
Chairman,  that  you  will  lead  us  in  that  effort  and  I  hope  and  be- 
lieve that  the  Committee  on  a  bipartisan  basis  will  support  your 
efforts  here. 

What  is  at  stake  for  this  body  is  not  just  the  wise  use  of  taxpayer 
dollars  but  nothing  less  than  our  own  credibility,  as  we  watch 
plummeting  public  attitude  toward  this  great  institution.  We  must 
prove  that  we  are  strong  enough  to  break  free  of  the  unthinking 
momentum  of  what  has  existed  before  and  continues  to  exist,  let 
alone  to  break  free  from  the  special  interests  who  will  fight  us  in 
our  attempts  to  bring  about  change  and  savings. 


Otherwise,  the  only  course  left  for  reform,  if  Congress  cannot  do 
it  will  be  a  base  closure  commission  type  process,  which  we  all  rec- 
ognize is  a  significant  limitation  on  Congressional  power  and  pre- 
rogatives as  granted  by  the  Constitution.  m 

Mr  Chairman,  I  hope  that  we  in  Congress,  pointed  in  the  right 
direction  by  Mr.  Bowsher,  will  prove  the  nay  sayers  wrong.  This  is 
clearly  the  time  and  the  year  to  reinvent  government.  I  thank  you. 

Prepared  Statement  of  Senator  Lieberman 

Mr  Chairman,  I  thank  you  for  convening  this  hearing  and  next  week's  hearing 
for  the  Committee's  annual  State  of  government  management  hearing  As  Mr 
Bowsher's  testimony  today  will  again  illustrate,  the  work  of  combating  waste,  fraud 
and  abuse  in  the  Federal  Government.  Fighting  waste  is  not  always  glamorous  but 
it  is  critical  to  keeping  the  faith  with  the  taxpayers  of  this  country,  who  pay  taxes 
grudgingly,  and  who  are  rightly  incensed  when  their  hard-earned  money  is  wasted 

It  is  always  quite  sobering  to  read  Mr.  Bowsher's  annual  management  review.  It 
is  shocking  really.  Just  listen  to  some  of  the  things  GAO  found  last  year: 

•  $6  million  in  active  duty  pay  to  people  who  had  left  the  Army  but  whose  names 
had  not  been  deleted  from  the  payroll  files; 

•  DOD  continues  to  stockpile  billions  in  unnecessary  inventories; 

.  Medicare  may  be  losing  the  chance  to  save  billions  of  dollars  because  of  a  lack 
of  controls  over  benefit  payments. 
These  are  the  types  of  things  that  make  ordinary  working  Americans  enraged. 

Mr  Chairman,  this  will  be  a  challenging  year  for  all  of  us  as  we  work  to  imple- 
ment the  recommendations  of  the  Vice  President's  national  Performance  Review 
particularly  in  the  areas  of  procurement  and  civil  service  reform.  But  there  are  also 
many  narrower  recommendations  before  our  Committee  in  the  form  of  H.K.  3400 
which  was  passed  by  the  House  just  before  the  end  of  the  last  session,  and  which 
also  contains  a  number  of  rescissions.  I  hope  and  urge,  Mr  Chairman  that  the 
Committee  move  forward  expeditiously  to  complete  work  on  H.R.  3400  so  that  the 
full  Senate  can  act  on  it.  ,  ,.    . , 

Mr  Bowsher  makes  the  point  in  his  testimony  that  government  streamlining  and 
management  reform  takes  a  solid  commitment  from  the  highest  levels  in  our  gov- 
ernment, we  have  that  commitment  from  President  Clinton  and  Vice  President 
Gore  The  time  has  come  now  for  the  Congress  as  a  body  to  step  up  to  the  plate 
and  shoulder  its  part  of  the  burden.  I  know  you  will,  Mr.  Chairman  and  I  know 
this  Committee  will,  what  is  at  stake  for  this  body  is  its  credibility  We  must  prove 
we  are  strong  enough  to  break  free  of  the  special  interests  to  get  the  job  done.  Oth- 
erwise the  only  course  left  for  reform  will  be  a  true  Base  Closing  Commission-type 
process,  which  we  all  recognize  is  a  significant  limitation  on  congressional  power 
and  prerogatives.  m,  . 

Mr  Chairman,  I  hope  that  we  in  Congress  will  prove  the  naysayers  wrong.  Ihis 
is  the  time,  the  year,  to  reinvent  government.  We  must  seize  this  opportunity. 

Chairman  Glenn.  Thank  you  very  much. 
Senator  Levin. 

OPENING  STATEMENT  OF  SENATOR  LEVIN 

Senator  LEVIN.  Mr.  Chairman,  thank  you,  and  thank  you  for 
again  holding  a  hearing  in  an  area  which  is  of  critical  importance 
to  how  government  functions,  and  hopefully  works  better  than  it 

Mr  Bowsher,  to  you  and  your  colleagues,  we  are  in  your  debt  for 
basically  giving  unvarnished  facts  to  the  American  people  and  to 
the  Congress.  You  are  independent;  you  are  objective;  you  are  paid 
to  do  that.  Sometimes  you  step  on  toes.  The  subjects  of  your  re- 
views sometimes  are  made  uneasy,  but  keep  pouring  it  on.  We  need 
all  the  help  we  can  get.  We  want  to  commend  you.  I  add  my  voice 
to  others  on  this  Committee  who  thank  you  for  the  good  work  that 
you  have  done. 
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Some  of  your  testimony  this  morning  is  truly  startling.  Page  six, 
when  you  say  you  identify  hundreds  of  billions  of  dollars  in  ac- 
counting errors,  mistakes  and  omissions  that  can  render  informa- 
tion provided  to  managers  and  to  Congress  virtually  useless.  Again, 
as  Senator  Lieberman  said,  this  is  billions.  That  is  not  a  misprint. 
You  are  talking  about  billions.  I  would  think  that  should  get  the 
attention  of  the  public  and  the  Congress. 

On  page  11,  you  make  a  statement  about  the  Defense  Business 
Operations  Fund,  DBOF.  Most  people  don't  know  what  DBOF  is. 
I  would  say  probably  many  members  of  Congress  don't  know  what 
DBOF  is.  This  is,  as  you  point  out,  almost  a  $100  billion  annual 
operation,  and  what  you  conclude  is  that  DOD  does  not  have  the 
policies,  procedures,  and  financial  systems  in  place  to  properly  op- 
erate and  manage  the  fund  activities,  and  as  a  result,  the  fund  will 
be  unable  to  achieve  the  objectives  for  which  it  was  established. 
These  are  very,  very  startling  conclusions. 

We  have  made  some  progress  in  inventory,  but  as  you  point  out, 
we  have  a  long  way  to  go.  We  have  made  progress  in  the  last  few 
years.  There  are  now  finally  some  reductions  in  inventory  that  we 
are  seeing.  We  saved  about  $3  billion  just  in  1  year  2  years  back 
by  cutting  the  appropriations  for  inventory.  Because  of  your  help 
and  the  effort  of  many  members  of  Congress,  we  are  making  some 
progress  in  that  area,  but  we  do  indeed  have  a  long  way  to  go. 

I  would  like  to  just  spend  one  or  two  minutes  this  morning  on 
another  subject  where  you  have  been  helpful,  because  we  are  re- 
leasing a  report  today  on  the  question  of  off-loading,  contract  off- 
loading. This  may  sound  like  a  dry  issue,  and  it  is,  but  we  are  talk- 
ing about  a  lot  of  money  which  is  improperly  being  used  right  now 
as  we  speak,  and  we  are  going  to  try  to  put  an  end  to  it. 

An  off-load  is  what  happens  when  one  Federal  agency  contracts 
for  goods  and  services  through  another  agency  instead  of  doing  it 
directly.  For  over  a  year,  my  Subcommittee,  on  which  Senator 
Cohen  is  my  ranking  Republican,  looked  at  how  these  off-loads  are 
being  used.  What  we  found  is  that  off-loads  are  being  used  improp- 
erly. They  have  become  a  government- wide,  systemic  end  run 
around  the  rules  and  procedures  of  the  procurement  system. 

We  have  identified  literally  dozens  of  cases  in  which  off-loads 
were  used  to  avoid  competition  and  to  award  sole-source  contracts 
to  favored  contractors.  They  were  used  to  quickly  and  improperly 
obligate  millions  of  dollars  that  would  otherwise  be  returned  to  the 
treasury  as  unspent  end-of-the-year  funds. 

The  use  of  off-loads  has  often  resulted  in  weak  or  nonexistent 
contract  management,  which  leads  to  improper  expenditures  and 
poor  performance  of  the  contract. 

We  also  found,  and  this  is,  in  a  way,  the  most  incredible  finding, 
that  some  of  the  agencies  charge  fees  as  high  as  20  percent  as  a 
commission  to  handle  off-load  contracts  for  another  agency.  While 
this  fee  is  supposed  to  cover  only  the  cost  of  executing  the  off-load- 
ed contract,  we  found  that  some  agencies  make  money  from  these 
fees  and  the  fees  become  a  slush  fund  for  the  agency  beyond  the 
control  of  Congress  and  the  OMB. 

We  have  adopted  recently  an  amendment  on  the  DOD  bill,  which 
is  now  law,  to  try  to  put  an  end  to  these  abuses.  We  have  intro- 
duced a  bill  which  would  do  it  government-wide.  We  want  to  thank 


11 

you  for  your  participation  in  this  effort  to  date  and  hope  that  the 
GAO  will  be  able  to  continue  working  with  us  on  the  off-load  issue 
so  that  we  can  get  a  government-wide  prohibition  on  the  kinds  of 
abuses  which  we  have  identified  in  this  report  that  we  are  releas- 
ing today. 

Without  the  GAO,  we  frankly  are  without  the  firepower  that  we 
need  to  get  some  of  these  bills  passed.  You  provide  us  the  informa- 
tion, and  you  do  it  very,  very  well  and  objectively.  We  thank  you 
for  it.  Keep  going  in  the  direction  you  are  going  in,  despite  some 
of  the  nay  sayers  and  some  of  the  people  who  object  to  your  unvar- 
nished reports. 

Mr.  Bowsher.  Thank  you. 

Chairman  Glenn.  Thank  you  very  much,  Senator  Levin. 

We  also  have  a  statement  here  that  Senator  Cohen  sent  and 
asked  that  it  be  put  in.  Without  objection,  it  will  be  included  in  the 
Committee  record  as  though  delivered. 

Prepared  Statement  of  Senator  Cohen 

Mr.  Chairman,  I  am  pleased  that  you  have  called  today's  hearing,  providing  us 
with  the  opportunity  once  again  to  address  some  crucial  Federal  management  issues 
with  Mr.  Bowsher. 

At  the  start  of  a  new  calendar  year  it  is  customary  for  many  people  to  make  New 
Year's  resolutions,  pledging  to  do  better  in  a  variety  of  endeavors,  like  losing  weight 
or  saving  money.  With  Congress  having  just  reconvened  for  our  1994  legislative  ses- 
sion, now  is  an  excellent  time  for  making  some  New  Year's  resolutions  of  our  own. 
With  Mr.  Bowsher's  help  today,  we  will  be  taking  stock  of  our  Federal  Government's 
problems  and  shortcomings,  which  should  help  us  to  identify  exactly  where  and  how 
we  can  best  shrink  our  government's  waistline  and  tighten  its  purse  strings. 

Those  of  us  who  sit  on  this  Committee  are  well  aware  that  the  bloated  behemoth 
known  as  our  Federal  Government  is  in  desperate  need  of  discipline.  We  regularly 
receive  reports  from  the  General  Accounting  Office  and  the  various  agencies  which 
paint  a  disheartening  picture  of  management  in  the  Federal  Government.  At  agency 
after  agency,  in  program  after  program,  we  see  the  same  kinds  of  serious  problems: 
inadequate  controls  over  assets;  unreliable  or  nonexistent  systems  to  collect  finan- 
cial or  other  important  information;  lack  of  a  strategic  plan  for  the  future;  and  vul- 
nerability to  large-scale  losses. 

Whether  it  is  the  inability  of  the  Internal  Revenue  Service  to  estimate  and  collect 
the  delinquent  taxes  it  is  owed;  the  heavy  losses  sustained  by  Student  Loans,  Farm 
Loans,  and  other  government  lending  programs;  or  the  waste  of  billions  of  dollars 
in  management  of  contracts  at  the  Departments  of  Energy  and  Defense,  this  Com- 
mittee hears  time  and  again  that  the  underlying  causes  of  mismanagement  are  the 
same.  The  American  public  rightfully  expects  the  Federal  Government  to  be  ac- 
countable for  how  it  spends  their  tax  dollars,  but  our  management  practices  and 
systems  too  often  fall  to  provide  critical  information  needed  for  such  accountability. 

To  be  sure,  management  of  such  a  vast  enterprise  presents  some  unique  chal- 
lenges. As  the  Office  of  Management  and  Budget  noted  in  a  recent  report  on  the 
status  of  Federal  financial  management,  the  annual  outlays  of  just  one  Federal 
agency,  the  Department  of  Health  and  Human  Services,  are  greater  than  the  com- 
bined annual  sales  of  General  Motors,  Exxon  and  Ford.  The  Federal  Government 
cannot  run  itself  exactly  as  these  corporate  giants  do,  but  with  so  much  more  money 
and  so  many  more  peoples'  welfare  at  stake,  the  imperative  is  all  the  stronger  for 
us  to  establish  systems  adequate  for  the  needs  of  a  modern  financial  enterprise. 

To  that  end,  I  am  proud  to  have  co-sponsored  legislation  during  this  and  the  pre- 
vious Congress  which  provides  for  the  establishment  of  strategic  planning  and  per- 
formance measurement  in  the  Federal  Government.  The  Government  Performance 
and  Results  Act  was  finally  enacted  and  signed  into  law  last  summer,  and  I  com- 
mend my  distinguished  colleague,  Senator  Roth,  for  his  leadership  in  bringing  it  to 
fruition. 

This  law  is  an  important  first  step  toward  changing  the  focus  of  government  man- 
agers from  process  to  results.  It  directs  the  Office  of  Management  and  Budget  to 
designate  a  number  of  Federal  agencies  to  develop  strategic  plans,  to  measure  and 
report  on  the  progress  of  Federal  programs  toward  their  goals.  Mr.  Bowsher's  staff 
at  the  General  Accounting  Office  will  oversee  the  implementation  of  these  pilot 
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projects  under  the  GPRA  this  year,  and  I  am  eager  to  learn  of  their  findings  and 
experience.  Too  often,  Federal  managers  are  more  concerned  with  filling  out  the  cor- 
rect forms  and  obtaining  the  right  approvals  than  with  making  sure  the  programs 
they  manage  have  the  intended  results.  As  Ranking  Republican  of  the  Subcommit- 
tee on  Oversight  of  Government  Management,  I  have  encountered  far  too  many 
agency  managers  who  claim  their  programs  are  a  success,  even  though  hey  cannot 
document  such  claims.  Often  the  agency's  Inspector  General  or  the  GAO  report  that 
the  agency  cannot  possibly  know  whether  it  is  successful  or  not,  because  the  agency 
is  not  collecting  the  information  needed  to  determine  if  a  given  program  is  serving 
its  intended  beneficiaries,  or  having  the  desired  effects. 

When  the  Government  Performance  and  Results  Act  has  been  fully  implemented, 
I  hope  we  will  see  the  dawn  of  a  new  age  for  our  oversight  responsibilities.  As  frus- 
trating as  it  is  to  hold  hearings  on  the  perennial  problems  that  seem  to  recur  over 
and  over,  like  wasteful  Federal  building  projects,  or  chaotic  inventory  control  sys- 
tems, we  have  little  recourse  now,  because  we  have  not  found  a  way  to  hold  Federal 
managers  accountable.  Requiring  Federal  managers  to  clearly  set  forth  their  objec- 
tives, establish  baselines  and  justify  budgets  on  the  basis  of  measurable  progress 
against  those  objectives  should  help  make  available  to  us  far  better  information,  and 
that  will  make  for  much  better  decisions  about  the  programs  involved. 

Mr.  Chairman,  I  understand  that  Mr.  Bowsher's  report  to  us  today  includes  some 
good  news  mixed  in  with  the  criticisms  and  warnings.  I  know  he  will  mention  that 
leadership  has  been  the  key  to  what  reforms  have  been  accomplished  so  far,  and 
I  am  eager  to  learn  where  he  thinks  progress  has  been  made.  Let  us  remember, 
however,  that  the  task  at  hand  is  huge,  and  we  bear  urgent  responsibilities  for  en- 
suring continued  improvements  In  how  our  government  is  run.  As  we  hear  the 
Comptroller  General's  testimony  today,  and  evaluate  his  recommendations  for  legis- 
lative action,  I  hope  my  colleagues  will  be  thinking,  as  I  will,  about  New  Year's  reso- 
lutions and  pledging  to  do  better. 

Chairman  Glenn.  As  I  indicated  earlier,  at  about  10:00  we  are 
scheduled  to  have  two  votes  on  the  Senate  floor,  so  we  will  have 
to  probably  suspend  the  hearing  temporarily,  but  in  case  that  vote 
is  delayed,  we  will  just  go  ahead  with  your  testimony.  If  we  have 
to  break,  we  will  break. 

We  look  forward  to  your  testimony. 

TESTIMONY  OF  HON.  CHARLES  A.  BOWSHER,  COMPTROLLER 
GENERAL,  U.S.  GENERAL  ACCOUNTING  OFFICE;  ACCOM- 
PANIED BY  RICHARD  FOGEL,  ASSISTANT  COMPTROLLER 
GENERAL,  AND  GENE  DODARO,  ASSISTANT  COMPTROLLER 
GENERAL,  ACCOUNTING  AND  INFORMATION  MANAGEMENT 
DrVTSION 

Mr.  Bowsher.  Thank  you  Mr.  Chairman  and  members  of  the 
Committee.  I  thank  you  very  much  for  the  comments  regarding  the 
GAO.  I  have  a  great  organization  today  that  works  very  hard.  We 
do  issue  some  tough  reports  and  we  do  call  some  tough  shots,  and 
I  do  appreciate  the  support  of  the  Congress. 

With  me  today  is  Gene  Dodaro  on  my  left,  who  is  the  new  Assist- 
ant Comptroller  General  in  our  Accounting  Information  Manage- 
ment Division.  On  my  right  is  Dick  Fogel,  who  has  been  here  sev- 
eral times  before  with  me.  He  is  the  Assistant  Comptroller  General 
who  handles  a  lot  of  the  special  projects  that  we  have  done,  like 
the  high  risk  reports  of  last  year.  This  year,  one  of  the  big  projects 
we  did  was  a  report  on  the  comments  on  the  NPR  recommenda- 
tions. 

I  am  pleased  to  report  today  that  the  many  years  of  hard  work 
by  this  Committee  are  now  beginning  to  pay  important  dividends. 
I  agree  with  Senator  Lieberman  that  I  think  that  we  are  really 
starting  to  see  some  progress  here. 
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I  am  very  encouraged  by  the  present  emphasis  to  work  towards 
a  less  costly  government  which  emphasizes  accountability  and 
managing  for  results.  However,  much  hard  work  remains.  Imple- 
menting a  reinventing  government  effort  will  be  harder  than  just 
writing  the  report. 

What  we  have  to  do,  as  you  say,  Mr.  Chairman,  is  to  get  good 
leadership  to  achieve  success.  By  leadership,  I  mean  we  have  to 
have  people  in  the  agencies  and  as  heads  of  these  programs  that 
are  willing  to  develop  real  plans  and  have  real  visions  on  how  to 
move  their  organizations  and  their  programs  ahead  on  a  successful 
basis.  They  have  to  manage  that  change,  they  have  to  have  modern 
systems  in  place,  and  they  have  to  be  able  to  reduce  the  number 
of  staff  skillfully  and  successfully. 

We  have  a  few  illustrations  in  the  recent  history,  both  in  our  pri- 
vate sector  and  in  our  government.  I  think  when  you  see  what  Mr. 
Jack  Welch  has  been  able  to  do  at  the  General  Electric  Corpora- 
tion, you  see  a  private  sector  corporation  that  has  basically  been 
reinvented  and  downsized  to  be  much  more  effective. 

When  Laird  and  Packard  were  running  the  Defense  Department 
and  we  went  to  the  all-volunteer  Army,  something  that  many  peo- 
ple thought  was  a  big  mistake,  we  went  to  a  smaller  Armed  Forces, 
but  as  we  saw  in  the  Gulf  War,  one  that  eventually,  with  the  in- 
vestments that  were  made  in  training,  that  was  very  effective. 

Systems  play  a  big  role  in  this.  In  other  words,  if  you  look  back 
again  in  the  private  sector,  you  will  see  companies  where  the  lead- 
ership saw  the  potential  technology  and  they  actually  implemented 
it  and  then  actually  changed  the  way  that  their  industry,  not  only 
their  company,  but  their  industry  operated. 

Years  ago,  if  you  looked  at  the  car  rental  business,  it  was  a  very 
labor-intensive  business  right  where  you  rented  the  car,  including 
all  the  bookkeeping,  all  the  receivables,  all  the  billing.  Don  Petrie 
and  Lynn  Townshend  at  Avis  and  Hertz  changed  that  with  their 
modern  system,  centralizing  billing  and  receivables.  You  can  see 
what  has  happened  to  airline  reservations. 

And  if  you  go  to  an  insurance  company  in  San  Antonio,  where 
you  have  the  big  insurance  company  that  services  the  military,  you 
see  how  they  have  modernized  through  technology  and  the  way 
they  control  all  their  paperwork.  They  were  as  bad  as  any  com- 
pany, their  leaders  have  told  us,  because  they  used  to  hire  all  the 
college  kids  in  the  neighborhood  to  come  in  at  night  and  try  to  look 
for  missing  files  before  they  got  their  information  properly  comput- 
erized. 

That  is  what  we  have  to  do  in  the  Federal  Government.  If  you 
think  about  it,  Jim  Webb  did  it  at  NASA  back  there  at  the  begin- 
ning of  the  NASA  program,  and  I  know  Senator  Glenn  was  very 
much  involved  in  that.  You  had  a  great  organization  at  NASA,  and 
he  really  changed  the  way  government  worked  there.  But  unfortu- 
nately, we  don't  have  as  many  of  those  kind  of  illustrations  today. 

Where  do  we  want  to  end  up?  We  want  to  end  up  with  a  more 
successful  government,  one  that  has  accountability,  one  in  which 
we  can  account  for  our  assets.  We  don't  want  what  we  keep  report- 
ing on  these  audits.  As  Senator  Levin  said,  you  wouldn't  run  a  res- 
taurant with  some  of  the  books  and  accounting  that  we  have  in  the 
Federal  Government.  We  have  to  get  that  behind  us.  We  want  to 
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have  effective  programs  and  we  want  to  have  efficient  systems  that 
can  deliver  those  programs. 

We  don't  want  to  end  up  with  failure,  and  you  could  end  up  with 
more  failure  on  this  kind  of  an  effort.  In  other  words,  we  have  cer- 
tain agencies  today  like  the  IRS  and  the  SSA  that  it  is  hard  some- 
times to  get  telephone  calls  through  to.  We  have  DOD  with  ac- 
counting systems  that  cannot  account  for  their  assets,  inventories 
that  are  in  excess  of  needs  because  of  the  many  systems  problems 
that  they  have,  and  an  Agriculture  Department  where  many  of  the 
farmers  have  a  hard  time  understanding  the  programs,  and  a  very 
inefficient  department  as  far  as  delivering  the  programs. 

My  only  point  here  is  that  we  have  to,  as  we  go  through  this  ef- 
fort of  reinventing  government,  do  it  well,  do  it  successfully,  or  you 
could  end  up  in  worse  shape. 

The  NPR  report  says  we  can  reinvent  government  and  accom- 
plish the  success  story  of  having  a  more  effective  and  efficient  gov- 
ernment that  is  smaller  and  less  costly,  and  that  we  should  also 
manage  by  performance  measurements  and  results,  not  just  inputs 
and  numerical  outputs. 

I  think  it  can  be  done.  As  I  say,  I  think  what  we  did  at  DOD 
some  years  ago  in  the  military  is  a  very  modern  success  story.  To 
a  great  extent,  we  have  been  reinventing  GAO,  and  I  think  we  are 
now  going  to  be  a  smaller  organization  but  with  modern  technology 
that  the  Congress  has  supported  us  with.  I  think  that  we  will  be 
at  the  lowest  personnel  level  we  have  been  in  25  years  here  at  the 
end  of  this  year,  but  I  think  that  we  will  have  a  very  effective  and 
efficient  organization.  We  will  be  using  modern  technology,  like 
video  conferencing,  E-mail,  voice  mail,  computer  networks,  things 
like  that,  that  allow  our  people  to  do  the  work  in  a  much  more  effi- 
cient way  than  we  did  even  10  years  ago. 

What  should  this  Committee  concentrate  on  in  the  next  few 
years?  Mr.  Chairman,  you  asked  me  to  consider  that  question  when 
we  met  last  week.  I  think  one  of  the  big  things  is  the  oversight  of 
the  NPR  program  and  the  downsizing  of  government  that  is  obvi- 
ously going  to  take  place.  We  are  talking  about  reducing  the  gov- 
ernment by  250,000  people.  That  has  got  to  be  done  successfully. 

One  of  the  areas  that  is  downsizing  in  a  big  way  is  the  Depart- 
ment of  Defense.  The  Army  is  going  from  18  divisions  to  ten  divi- 
sions. The  Air  Force  is  going  from  24  air  wings  to  13  air  wings.  The 
Navy  is  going  from  16  carriers  to  11,  but  really  10  carriers  because 
one  carrier  will  be  used  as  a  training  carrier,  though  it  will  be  used 
in  mobilization. 

When  we  met  with  Deputy  Secretary  Perry,  who  will  be,  of 
course,  the  new  Secretary  of  Defense,  recently  and  went  over  the 
bottom-up  review  report  that  he  had  worked  with  Secretary  Aspin 
in  producing,  he  brought  us  to  page  97  in  that  report  and  pointed 
out  that  there  was  $160  billion  of  infrastructure  in  the  Department 
of  Defense  out  of  a  budget  of  $260  billion.  So  what  we  have  built 
up  over  a  40-year  Cold  War  is  a  very  large  infrastructure  of  bases, 
staffs,  and  overheads,  and  that  has  to  be  worked  down  if  you  are 
going  to  have  these  smaller  forces,  or  you  are  going  to  be  spending 
a  great  percentage  of  your  money,  $160  billion,  on  the  overhead. 

We  had  one  of  the  top  admirals,  Admiral  Owens,  over  to  the 
GAO  recently  and  he  gave  us  the  Navy  plan,  which  I  thought  was 
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an  excellent  plan,  having  served  as  Assistant  Secretary  of  the 
Navy.  I  do  have  good  knowledge  of  that  organization.  I  thought,  for 
the  first  time,  here  was  a  senior  admiral  who  was  laying  it  out  as 
to  why  the  Navy  had  to  go  after  their  base  structure,  why  they  had 
to  go  after  some  of  these  problems  that  they  had  been  living  with 
for  many  years,  like  the  excess  inventories,  because  if  they  don't, 
they  won't  be  able  to  afford  the  modern  weapons  and  the  mod- 
ernization that  they  need  with  the  force  levels  that  they  have  to 
come  down  to. 

I  think  the  same  can  be  said  of  the  IRS.  The  IRS  has  just  an- 
nounced "A  Plan  for  Reinventing  the  IRS",  and  I  think  that  this 
is  a  product  of  the  last  four  commissioners.  In  other  words,  we 
started  back  with  Larry  Gibbs,  when  he  was  the  commissioner  of 
the  IRS  in  the  Reagan  administration.  He  said  he  would  like  a 
management  review  by  the  GAO,  so  we  did  the  management  re- 
view. It  was  a  joint  effort  with  his  senior  people.  We  had  three 
more  commissioners  in  the  Reagan-Bush  administrations.  In  this 
situation,  each  of  them  took  ownership  of  the  plan  and  the  start, 
that  you  might  say,  Larry  Gibbs  had  put  there. 

Now  the  current  commissioner,  Peggy  Richardson,  President 
Clinton's  commissioner,  has  even  pushed  it  further  into  a  real  plan 
of  action  here.  It  is  not  going  to  be  easy.  In  other  words,  this  is 
a  big  effort.  But  she  has  announced  where  she  is  going  to  close  cer- 
tain places.  She  is  going  to  change  the  mission  of  other  places.  She 
is  going  to  modernize  the  system.  This  is  something  that  GAO 
should  be  monitoring  and  we  should  be  reporting  to  this  Committee 
periodically.  Of  course,  I  think  that  is  the  kind  of  monitoring  of  the 
whole  NPR  or  the  reinventing  that  this  Committee  ought  to  watch 
very  carefully. 

We  did  a  major  management  review  in  the  Agriculture  Depart- 
ment a  couple  of  years  ago.  Secretary  Madigan  started  a  program 
to  reduce  the  size  of  the  Agriculture  Department.  They  have  been 
reevaluating  that,  but  I  think  the  current  leadership  is  going  to  go 
forward  with  it.  I  think  our  management  report,  just  as  it  was  with 
the  IRS,  was  very  crucial  to  getting  that  off  the  ground. 

But  now  we  have  to  monitor.  How  well  is  it  being  done?  How 
well  is  the  downsizing  really  being  accomplished,  or  are  we  just 
getting  ourselves  into  a  mess?  Are  we  putting  in  good  systems?  Are 
we  putting  in  the  training  so  that  the  people  can  do  a  better  job? 
That  is  what  we  want  to  do.  I  think  that  one  of  the  things  that  we 
have  to  do,  is  that  kind  of  monitoring. 

Also,  the  Committee  should  be  doing  a  close  watch  on  the  GPRA 
multi-year  prototypes  that  are  soon  going  to  be  announced  by  the 
administration,  just  like  this  Committee  did  on  the  CFO  prototype 
audits.  In  other  words,  as  we  did  the  audits  on  the  Army,  the  Air 
Force,  the  IRS,  the  Customs,  the  DOE,  Department  of  Education, 
Farmers  Home,  the  Social  Security  Administration,  you  had  us 
come  up  here  and  report  on  those  audits.  I  think  that  you  should 
have  that  kind  of  reporting  on  these  performance  measurement 
prototypes. 

Although  the  law  calls  for  about  ten,  I  think  you  are  going  to  see 
maybe  closer  to  50  projects  nominated.  I  have  looked  at  a  prelimi- 
nary list  and  some  of  them  are  very  good.  It  looks  like  the  agencies 
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are  willing  to  put  some  of  their  important  operations,  their  impor- 
tant programs  on  the  list  for  those  prototypes. 

I  think  we  also  have  to  continue  to  watch  very  closely  the  high- 
risk  areas  which  we  reported  to  the  Committee  4  years  ago  and  we 
summarized  for  you  last  year  in  these  17  red-colored  books.  We  are 
going  to  add  one  area  today  that  was  not  on  the  list  at  that  time, 
and  that  is  the  Department  of  Housing  and  Urban  Development, 
HUD.  We  had  not  put  them  on  initially  because  we  were  doing  so 
much  work  on  the  audit  and  the  losses  during  the  HUD  scandal 
back  there  4  or  5  years  ago. 

We  are  finding  now  that  many  of  the  losses  are  continuing,  al- 
though I  think  there  have  been  some  efforts  to  improve  the  situa- 
tion. It  is  just  going  to  take  longer  than  maybe  some  people 
thought  to  get  on  top  of  this  issue,  and  we  think  we  should  monitor 
it  as  a  high-risk  area.  It  is  not  in  any  way  a  reflection  or  criticism 
against  the  team  that  just  came  in  this  past  year.  I  think  they  are 
trying  to  do  a  good  job. 

I  want  to  point  out,  though,  some  good  news  here.  As  Senator 
Roth  said,  you  always  give  us  the  bad  news  here.  I  really  think  in 
the  next  2  or  3  years  we  will  see  three  or  four  of  the  areas  come 
off  the  list. 

In  other  words,  I  am  hoping  very  much  that  the  FDIC  will  come 
off  the  list.  The  RTC,  I  think,  will  come  off  the  list,  because,  if 
nothing  else,  it  is  going  to  be  going  out  of  business.  The  FDIC  is 
going  to  have  to  take  over  those  problems,  but  I  think  they  are 
going  to  liquidate  most  of  those  assets.  We  will  be  watching  this 
whole  situation,  with  the  BIF  fund  and  the  RTC.  I  would  think  by 
1996,  with  the  way  the  economy  has  come  back,  with  the  way  the 
fund  is  being  rebuilt,  and  with  the  new  insurance  premiums,  I 
think  we  can  take  that  off  the  high-risk  list. 

I  am  hoping  we  can  get  the  IRS  receivable  problem  off  the  list 
here  in  two  or  3  years  with  what  they  are  working  on.  And  the  stu- 
dent loans,  over  there  at  the  Department  of  Education,  they  are 
starting  to  make  some  progress. 

So  I  am  hoping  that  in  1995  or  1996  we  will  be  able  to  announce 
that  we  don't  have  17  or  18,  we  have  somewhat  fewer  on  our  list. 

I  think,  by  the  way,  this  has  been  a  very  successful  program.  I 
will  tell  you,  I  have  had  some  agency  heads  call  me  and  tell  me 
they  don't  want  to  be  on  this  list  and  they  are  working  hard  to  try 
to  get  off  the  list. 

I  think  that  goes  back  to  the  accountability  issue.  I  think  it  is 
important  sometimes  to  highlight  some  of  these  problems  and  then 
have  people  really  feel  accountable  for  it. 

I  think  also  this  Committee,  of  course,  will  have  to  watch  some 
of  the  administration's  proposals  in  the  cross-cutting  areas,  such  as 
personnel  changes,  procurement,  and  systems  and  processes.  I  have 
heard  that  Jim  King,  the  head  of  OPM,  is  going  to  announce  some 
changes  today,  so  we  will  wait  to  see  what  those  changes  are  and 
we  will  be  monitoring  those  later  in  the  year  and  be  ready  to  report 
back  to  you. 

In  procurement,  this  Committee,  of  course,  has  been  heavily  in- 
volved in  considering  some  of  the  procurement  modernizations, 
such  things  as  simplified  purchases,  changing  the  threshold  from 
$25,000  to  possibly  $100,000,  and  doing  more  commercial-type  pur- 
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chases.  Those  are  areas  in  which  we  plan  to  continue  working  with 
your  Committee  and  certainly  the  key  agencies,  such  as  OMB  and 
DOD. 

In  the  systems  and  process  areas,  Mr.  Chairman,  as  you  men- 
tioned, the  Paperwork  Reduction  Act  will  be  reauthorized  later  this 
year.  It  has  been  13  years  since  the  passage  of  that  Act.  A  lot  has 
changed  in  the  area  of  paperwork  and  computers.  At  GAO,  we  are 
getting  rid  of  much  of  the  paper  that  we  have  always  passed  back 
and  forth  between  our  offices. 

Chairman  Glenn.  I  am  very  sorry  to  have  to  break.  We  are  on 
our  five  lights  back  there  in  the  back  of  the  room,  indicating  that 
we  are  halfway  through  the  voting  period  over  on  the  Senate  floor. 
We  are  going  to  have  to  go  over  and  vote.  There  is  a  second  vote 
after  this.  We  will  vote  early  on  that  and  be  back  just  as  fast  as 
we  can.  We  will  temporarily  suspend  the  hearing. 

Mr.  Bowsher.  Fine. 

Chairman  GLENN.  We  will  be  back  as  fast  as  we  can. 

[Recess.] 

Chairman  GLENN.  The  hearing  resumes.  Sorry  for  the  truncated 
nature  of  things  this  morning,  but  that  is  the  way  it  goes  with 
votes  on  the  floor. 

If  you  will  continue,  Mr.  Bowsher. 

Mr.  Bowsher.  Thank  you  very  much,  Mr.  Chairman. 

I  was  just  starting  to  talk  about  the  systems  and  technology 
area,  and  of  course  the  reauthorization  of  the  Paperwork  Reduction 
Act.  One  of  the  things  that  I  think  is  awfully  important  is  the  mod- 
ernization of  government  operations  using  technology.  I  think  that 
one  of  the  things  the  Committee  might  want  to  consider  is  having 
a  chief  information  officer  in  each  of  the  23  large  agencies  that 
could  then  have  a  counterpart  at  OMB  of  a  chief  information  offi- 
cer. 

What  they  need  on  their  systems  to  bring  these  plans  to  fruition 
is  something  very  similar  to  what  we  had  in  the  Chief  Financial 
Officers  Act,  and  that  is  the  requirement  for  something  like  a  five- 
year  plan,  not  a  static  plan  but  a  rolling  plan  of  what  do  they  plan 
to  do  to  modernize.  It  is  something  that  we  at  GAO  have  had  for 
quite  a  few  years  as  we  modernize  our  computer  systems,  and  it 
is  something  that  changes  a  great  deal  with  the  technology  that  is 
changing  so  fast.  But  if  you  don't  have  a  plan  that  you  are  con- 
stantly updating,  and  we  update  it  every  year  now,  why,  you  just 
fall  behind  and  you  just  won't  stay  up  with  all  this  modern  equip- 
ment that  is  coming  out. 

The  technology  also  has  to  be  tied  in.  I  was  out  in  our  San  Fran- 
cisco office  recently  and  I  saw  somebody  in  our  San  Francisco  office 
working  on  a  testimony  that  our  Washington  person,  John  Har- 
mon, the  head  of  our  agriculture  issue  area,  was  going  to  give. 
There  was  no  paper  exchanged  and  there  was  nobody  getting  on  an 
airplane  and  flying  from  San  Francisco  to  Washington  or  people 
from  Washington  out  to  San  Francisco.  They  were  literally  doing 
it  with  video  conferencing  and  our  new  computer  network,  and  that 
is  the  future.  In  other  words,  that  is  the  kind  of  savings  that  you 
can  achieve  in  government  today  if  you  do  it  right. 

So  I  just  think  that  as  you  go  through  the  reauthorization  of  the 
paperwork  exercise,  some  of  the  lessons  that  our  agency  and  others 
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have  learned  could  be  very  useful  to  the  Committee.  We  will  cer- 
tainly try  to  work  with  the  Committee  on  some  of  those  issues. 

My  fifth  area  that  I  would  like  to  suggest  to  the  Committee  not 
only  for  attention  but  also  action  is  the  need  to  pass  the  Senate 
counterpart  legislation  to  H.R.  3400,  which  requires  the  annual  fi- 
nancial audits  of  the  23  largest  Federal  agencies.  This  is  a  very  im- 
portant piece  of  legislation  this  year.  It  would  put  the  final  building 
block  into  what  I  call  the  accountability  issue  that  we  need  so 
badly. 

In  other  words,  we  have  had  real  success  with  these  audits  re- 
quired by  the  CFO  Act  that  was  passed  by  the  Committee  earlier. 
We  see  all  kinds  of  action  being  taken  by  the  various  agencies  that 
were  involved  in  those  audits,  with  maybe  one  exception  like  the 
Air  Force,  where  we  don't  quite  see  the  progress  yet. 

But  most  agencies,  the  IRS,  Customs,  even  HUD  and  certainly 
SSA  and  the  Department  of  Education,  are  all  moving  forward,  try- 
ing to  improve  their  accounting  systems  and  their  computer  sys- 
tems. It  wouldn't  have  happened  without  these  audits  called  for  by 
the  CFO  Act.  The  important  thing  is  to  get  the  Act  extended 
through  this  legislation  and  have  all  the  audits  done  on  an  annual 
basis. 

The  NPR  report,  called  for  an  annual  government-wide  financial 
report,  and,  of  course,  that  is  an  issue  that  I  have  agreed  with  for 
a  long  time.  I  went  over  and  met  Secretary  Bentsen  recently  at  the 
Treasury  Department  and  showed  him  all  the  different  reports  that 
his  predecessors  had  issued  on  the  prototypes  of  the  financial  re- 
ports. He  really  wants  to  move  forward.  I  think  also  some  of  the 
Congressmen,  like  Joel  Hefley  and  Chris  Cox  and  others,  are  issu- 
ing reports  based  on  incomplete  data,  trying  to  keep  the  taxpayers 
informed  about  what  is  happening. 

But  I  think  what  we  need  is  a  good,  solid  report  from  the  Treas- 
ury every  year  as  to  the  financial  condition  of  the  Federal  Govern- 
ment. It  is  a  report  that  should  be  audited,  and  we  would  be  doing 
that  once  they  get  their  systems  in  place.  If  you  have  the  legisla- 
tion to  require  the  23  agencies  being  audited,  this  would  be  a  natu- 
ral outgrowth  of  that. 

The  last  item  that  I  would  like  to  cover  today  in  my  prepared 
text  is  the  biannual  or  annual  oversight  hearings  that  I  have  rec- 
ommended to  the  Committee  before.  It  is  included  in  the  report  of 
the  Joint  Committee  on  the  Organization  of  Congress.  You  ended 
up  with  two  separate  reports  rather  than  a  joint  report,  but  in  both 
reports  it  is  required  on  a  biannual  basis. 

I  think  this  is  very  important,  that  the  Congress  start  to  hold  an 
annual  meeting  on  the  large  agencies,  much  like  a  stockholders 
meeting,  to  find  out  just  what  was  accomplished  in  the  past  year, 
what  are  the  results  of  these  performance  reviews,  where  do  they 
stand  on  their  financial  reports  and  their  audited  reports.  I  think 
one  of  the  best  things  that  Congress  could  do  is  to  adopt  regular 
oversight  hearings. 

Mr.  Chairman,  that  concludes  my  prepared  text.  We  see  at  GAO, 
in  the  Congress,  and  the  administration  a  very  critical  junction  as 
to  whether  we  are  going  to  go  forward  here  and  really  achieve  a 
smaller,  less  costly  government.  We  think  it  can  be  done,  but  there 
is  no  guarantee  of  success.  In  other  words,  it  has  to  be  done  right. 
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When  I  had  Dr.  Demming  come  out  to  meet  with  GAO  3  years 
ago  and  start  us  on  our  TQM  project,  I  had  a  management  meeting 
shortly  after  that  and  I  passed  out  a  list  of  the  top  corporations  in 
this  country  in  1921,  when  GAO  was  founded,  and  I  compared  it 
to  the  1991  list.  There  were  not  many  companies  still  on  it.  I  think 
that  indicates  that  in  the  private  sector,  many  companies  were  not 
able  to  reinvent  themselves  and  to  continue  to  change  with  their 
markets  and  their  customers  and  therefore  many  of  them  fell  off 
that  list  or  were  no  longer  among  the  top  organizations. 

It  is  every  bit  as  hard  to  reinvent  large  organizations  in  the  gov- 
ernment. It  probably  will  take  even  longer,  as  Dr.  Juran  has  pre- 
dicted, but  I  think  it  is  doable.  It  has  been  done.  I  think  the  Amer- 
ican taxpayer  wants  it.  As  people  have  often  said,  they  are  not 
happy  with  the  government  they  have  today.  We  have  to  improve 
it.  I  think  a  big  thing  is  that  we  have  to  be  able  to  bring  it  down 
in  size  but  make  it  more  efficient,  make  it  more  effective. 

Mr.  Chairman,  that  concludes  my  prepared  text.  I  would  be 
happy  to  answer  any  questions. 

Chairman  Glenn.  Thank  you  very  much,  Mr.  Bowsher. 

We  will  be  going  through  your  entire  report.  I  know  there  are  a 
lot  of  details  in  there  about  some  of  the  difficulties  and  opportuni- 
ties to  make  improvement  in  each  of  these  different  areas,  a  lot 
more  detail.  We  will  be  going  through  those. 

I  was  sitting  here  thinking  maybe  a  good  thing  to  do  would  be 
to  excerpt  a  number  of  things  out  of  your  report  this  year  and  ask 
the  administration  to  respond  to  it  in  writing  for  our  Committee 
record  so  that  they  are  forced  to  think  about  this  a  little  bit  and 
get  it  in  their  mill  over  there.  It  points  out  which  agencies  are 
doing  a  good  job.  As  you  pointed  out,  some  of  these  people  don't 
want  to  be  on  a  high-risk  list  and  don't  want  to  look  bad  compared 
to  other  agencies.  Maybe  that  is  one  of  the  better  tools  we  have  to- 
ward moving  some  things  forward,  so  we  might  want  to  do  that 

also.  .      i  . 

One  of  my  biggest  concerns  has  been  leadership  in  this  area,  how 
to  develop  OMB's  management  capabilities.  A  key  ingredient  is  the 
selection  of  a  qualified  and  committed  OMB  Deputy  Director  for 
Management.  We  thought  we  had  that  pretty  well  taken  care  of. 
At  one  time,  Mr.  Lader  was  coming  in.  Now  he  has  been  taken  off 
to  do  personnel  and  other  things  and  is  a  deputy  to  Mr.  McLarty, 
as  I  understand  it  now.  So  we  find  that  position  over  there  vacant 
once  again. 

How  do  we  invigorate  that  "M"  in  OMB?  How  do  we  make  the 
thing  work  if  we  don't  have  somebody  in  that  position?  I  don't 
think  that  is  possible.  I  don't  know  whether  you  have  talked  to 
those  people  over  there  or  not,  but  I  was  very  enthused  with  the 
way  they  took  on  and  were  going  to  put  somebody  into  that  man- 
agement position,  and  then  all  at  once  it  is  back  to  having  nobody 
in  that  position.  They  are  talking  about  different  arrangements 
now,  whether  Ms.  Rivlin  goes  into  some  position  of  authority  there 
or  not. 

Do  you  have  any  comment  on  that  or  what  is  going  on  over 

there? 

Mr.  Bowsher.  Yes,  I  do,  Mr.  Chairman.  I  couldn't  agree  more 
with  you  about  the  need  for  a  strong  deputy  for  management.  You 
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are  not  going  to  achieve  these  kind  of  reforms  and  this  kind  of 
reinventing  government  unless  you  have  really  great  leadership. 
They  should  be  considering  people  that  have  done  it  before  in  some 
large  agencies  or  in  the  private  sector.  I  think  it  would  be  good  if 
they  brought  somebody  in  that  had  government  background. 

I  have  been  talking  to  them.  They  told  me  they  have  a  substan- 
tial list  of  candidates  and  that  they  will  soon  be  naming  the  person, 
but  I  don't  know  who  is  on  the  list  so  I  just  don't  know  the  quali- 
fications of  the  people  that  are  being  considered,  but  I  think  it  is 
awfully  important. 

On  your  second  question,  the  possibility  of  merging  management 
back  in  under  the  budget  at  OMB  does  worry  me.  I  have  seen  that 
in  past  years  the  budget  generally  takes  over.  I  have  yet  to  see 
OMB  be  able  to  do  it  that  way,  and  I  am  worried  that  that  is  the 
direction  they  are  going.  We  could  end  up  back  where  we  were  10, 
20  years  ago. 

Chairman  Glenn.  I  am  concerned  about  that,  too.  I  think  we 
tried  some  things  like  that  back  in  years  past.  We  have  tried  that 
twice  before,  and  it  seems  to  me  that  is  a  good  way  to  get  the  whole 
program  preempted  and  not  have  the  independence  that  we  in- 
tended for  them  to  have  to  really  run  things  and  make  people  ac- 
countable. 

Mr.  Bowsher.  That  is  right.  I  think  most  people  don't  realize 
just  how  demanding  this  budget  process  is.  If  you  have  the  director 
of  OMB  and  the  deputy  of  OMB  worrying  about  the  budget,  it  is 
a  two-person  operation.  If  you  don't  have  that  third  person  in 
charge  of  management  that  can  really  devote  a  lot  of  time  to  those 
kind  of  issues,  I  just  worry  very  much  that  the  management  will 
get  short  shifted. 

Chairman  Glenn.  We  are  going  to  want  to  talk  to  them  about 
that,  and  I  am  sure  we  will  have  some  questions  for  Mr.  Panetta 
on  that  next  week  when  he  is  before  the  Committee. 

You  stressed  several  times  in  your  testimony  the  management 
improvement  of  the  Federal  Government  has  often  gotten  hung  up 
for  lack  of  effective  and  credible  implementation  plans.  With  regard 
to  that  concern,  what  is  your  assessment  of  NPR  as  a  plan, 
progress  on  NPR,  and  what  steps  need  to  be  taken  now? 

Mr.  Bowsher.  They  have  established  this  management  council, 
which  is  made  up  of  the  deputies  from  the  various  departments, 
and  they  are  the  ones  that,  as  I  understand  it,  are  in  charge  now 
of  putting  the  plans  together. 

We  have  not  seen  a  lot  of  the  plans  so  we  really  can't  make  a 
judgment  on  that,  but  that  is  going  to  be  crucial.  In  other  words, 
that  council  of  deputies  and  the  quality  of  the  plans  that  are  put 
together  for  each  agency,  that  is  going  to  make  or  break  the  whole 
effort. 

Chairman  Glenn.  But  that  hasn't  been  done  yet?  The  plans 
aren't  there 

Mr.  Bowsher.  I  think  they  are  just  getting  started.  That  is  my 
impression. 

Chairman  Glenn.  How  difficult  is  that?  How  long  does  it  take 
to  put  that  into  effect?  Should  we  expect  that  by  late  spring?  How 
fast  do  you  think  it  could  be  implemented  if  they  really  put  their 
minds  to  it? 
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Mr.  Bowsher.  I  think  it  takes  close  to  a  year  to  do  that,  but  they 
have  been  working  on  it,  so  I  would  think  by  the  spring,  early  sum- 
mer, maybe,  that  they  should  be  able  to  bring  forth  plans  for  many 
of  the  agencies. 

Chairman  Glenn.  One  of  the  NPR  goals  and  one  of  the  key  parts 
of  it  is  this  idea  of  empowering  Federal  managers  as  a  way  to  im- 
prove program  performance  and  effectiveness.  What  they  are  trying 
to  do  is  move  from  a  ratio  of  managers  to  employees  of  about  one- 
to-seven  in  the  Federal  Government  to  make  it  more  comparable 
to  private  industry,  about  one-to-fifteen.  That  is  a  good  goal,  but 
it  means  that  you  have  to  have  Federal  managers,  then,  that  are 
really  going  to  manage  and  do  something,  if  you  are  going  to  move 
in  this  direction. 

This  empowering  Federal  managers  as  a  way  of  improving  per- 
formance and  effectiveness  is  a  good  idea.  I  agree  with  the  idea. 
But  how  do  you  see  that  being  directed?  I  think  we  can  do  with 
less  bureaucracy,  but  at  the  same  time,  it  means  that  the  bureau- 
crats can't  make  up  the  rules  as  they  go  along,  either.  Somebody 
has  to  be  really  running  the  show.  I  believe  the  IGs  and  CFOs  are 
essential  for  accountability  and  fighting  against  fraud  and  waste 
and  abuse. 

Do  you  have  any  thoughts  on  how  to  give  these  managers  incen- 
tives they  need  so  that  they  will  really  be  moved  into  more  ac- 
countability and  more  performance  out  there  as  we  downsize  the 
number  of  managers? 

Mr.  Bowsher.  I  think  it  is  very  crucial  here  that  as  the  respon- 
sibility is  devolved  down,  that  the  managers  be  properly  trained 
and  be  capable  and  have  the  modern  systems  to  work  with.  If  you 
delegate  down  to  people  who  are  poorly  trained,  that  don't  have  the 
systems  capability,  that  don't  know  what  they  are  doing,  you  are 
going  to  have  more  problems  than  what  you  have  now. 

I  think  this  has  to  be  done  very  skillfully,  and  one  big  blanket 
approach  isn't  going  to  do  it.  In  other  words,  that  is  why  I  think 
the  plan  for  each  agency  is  so  crucial  in  each  program  area  as  how 
you  are  going  to  bring  about  this  smaller,  less  costly  government, 
but  more  effective.  It  isn't  going  to  be  done  in  one  big  approach. 

I  think  one  of  the  keys  here  is  that  you  can  build  in  some  incen- 
tives. I  think  you  could  relax  some  of  the  budget  laws  and  I  think 
you  could  relax  some  of  the  procurement  areas,  but  it  has  to  be 
done  very  skillfully. 

Also,  I  think  you  have  to  give  the  people  the  tools,  namely,  as 
I  was  explaining  that  situation  with  us  in  the  San  Francisco  office 
and  that,  if  we  hadn't  given  them  the  capability  to  do  that,  why, 
they  couldn't  do  it.  So  you  have  to  think  it  through,  you  have  to 
be  able  to  bring  in  the  modern  technology,  but  the  people  have  to 
be  trained.  If  you  don't  have  the  right  people,  then  you  have  to  do 
a  little  reorganizing  or  do  something  to  get  the  right  people  in 
place  there.  It  is  a  big  job.  It  is  a  very  big  job. 

Chairman  Glenn.  Do  you  have  a  mindset  in  some  areas  of  gov- 
ernment that — and  this  used  to  be  true  to  some  extent  in  the  mili- 
tary, that  I  had  some  experience  in — don't  do  anything  really  posi- 
tive. Don't  make  big  suggestions.  If  you  raise  your  head  up,  you  are 
liable  to  get  it  knocked  off.  The  way  to  get  ahead  was  you  go  along 
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to  get  along.  You  put  in  your  time  and  you  get  promoted,  and  I 
think  in  civil  service  that  has  been  the  attitude  of  a  lot  of  people. 

Mr.  Bowsher.  Yes. 

Chairman  Glenn.  That  is  not  true  of  all  of  them.  I  am  not  criti- 
cal of  everybody  in  civil  service.  I  don't  want  to  give  that  idea.  But 
on  the  other  hand,  you  don't  want  to  go  out  there  and  really  man- 
age something  where  you  may  get  criticized  for  really  doing  tough 
management  and  changing  procedures,  because  if  there  is  any  criti- 
cism of  that,  then  you  are  liable  to  get  in  trouble. 

Is  that  one  of  the  major  problems  we  have  to  overcome? 

Mr.  BOWSHER.  It  is  a  problem  in  many  areas,  and  again,  you 
have  to  be  able  to  put  in  promotion  systems  that  are  based  on 
merit.  You  have  to  have  the  leadership,  the  top  leaders,  that  really 
spend  enough  time  to  know  who  should  be  promoted  and  who 
should  be  rewarded.  Some  people  are  going  to  have  to  take  some 
risks  to  improve  something,  and  you  are  going  to  have  to  support 
those  people.  You  are  going  to  have  to  reward  them.  The  top  lead- 
ers have  got  to  make  the  effort  to  know  who  they  are,  what  they 
have  achieved,  sometimes  where  they  have  failed,  but  where  they 
will  pick  themselves  up  and  go  on  and  really  do  something. 

Not  everything  that  we  have  done,  like  at  GAO,  has  been  a  suc- 
cess. We  have  had  some  setbacks.  But  my  management  team  today 
is  so  good,  it  is  really  outstanding,  that  we  know  who  our  producers 
are  and  we  pay  them  well  through  merit  pay.  We  promote  them 
through  merit.  So  we  are  building  a  very  strong  organization  over 
there,  and  that  is  what  it  is  going  to  have  to  be  at  every  agency. 

It  is  very  much  like  when  Sloan  decentralized  General  Motors 
years  ago.  He  recognized  that  you  have  to  have  good  data  and  good 
control  systems  to  know  what  was  happening,  but  then  you  gave 
a  lot  more  delegation  to  your  line  managers  and  he  made  great 
progress  through  that. 

A  lot  of  people  misconstrue  TQM.  They  have  a  sense  that  you 
delegate  and  just  assume  that  your  people  are  doing  a  good  job. 
When  I  go  to  these  automobile  plants  that  have  been  influenced  by 
the  Japanese  TQM  process,  one  thing  that  really  impresses  me  is 
how  good  the  data  is  that  they  have  on  what  is  happening  in  their 
organization  and  how  closely  they  monitor  it,  but  they  don't  burden 
their  people  down  with  a  lot  of  extraneous  reports  and  information 
that  they  don't  need  to  do  the  job.  I  am  just  amazed  at  how  small 
their  administrative  staffs  are  but  how  good  the  data  is  on  what 
the  operation  is  achieving  and  where  some  of  their  problems  are. 

Chairman  Glenn.  I  have,  in  general  terms,  been  pleased  with 
the  results  of  the  CFO  Act,  although  I  think  it  could  have  gotten 
implemented  a  lot  faster  than  it  has.  It  is  not  fully  implemented 
yet.  I  see  it  as  being  at  sort  of  a  critical  stage  right  now,  where 
we  have  to  move  ahead  with  this  thing. 

We  are  downsizing  and  we  have  shrinking  budgets.  That  means 
that  we  are  going  through  those  problems  while  we  are  trying  to 
build  a  capacity  to  carry  out  the  Act's  requirements,  which  are 
going  to  make  us  very  much  more  efficient  in  the  long  term,  but 
in  the  short  term,  it  is  difficult  to  put  some  of  these  into  place. 

I  think  if  you  could  put  some  of  the  benefits  and  costs  of  the  CFO 
Act  into  perspective,  it  might  help.  First,  in  general,  how  well  do 
you  feel  the  Act  is  being  implemented?  I  know  we  have  lacked  con- 
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sistent  leadership  on  this,  but  are  there  some  agencies  making 
headway  that  we  can  use  as  models  for  other  agencies,  examples 
you  could  point  out  to  us? 

Mr.  BOWSHER.  Yes,  I  can.  I  would  be  pleased  to,  Mr.  Chairman. 
I  think  the  Act  has  been  very  successful  to  date.  In  addition  to 
showing  some  of  the  problems  we  have,  such  as  uncovering  liabil- 
ities that  we  didn't  know  about,  it  has  also  fostered  some  real  sav- 
ings and  some  real  improvement  efforts. 

For  example,  the  Customs  Department  today  is  moving  ahead  on 
their  debt  collection  efforts  and  improving  it  because  of  the  results 
that  came  up  in  the  annual  audit. 

The  IRS  is  doing  a  much  better  job  of  trying  to  now  collect  the 
receivables.  They  used  to  carry  numbers  that  made  no  sense  at  all. 
They  knew  the  numbers  weren't  right,  but  they  didn't  know  what 
to  do  about  it.  They  now  know  that  every  year  there  is  going  to  be 
a  receivable  number  on  that  financial  statement  and  they  want  the 
right  number  and  they  want  to  go  after  those  receivables. 

I  think  the  inventory  issues  that  Senator  Levin  raised  in  the 
DOD  area  are  good  examples  of  where  we  are  making  progress.  I 
was  talking  to  Donna  Heivilin,  who  is  our  issue  area  director  at 
GAO  that  works  in  that  area.  She  has  been  working  with  them  on 
some  of  the  private  sector  changes  in  inventory  and  scheduling, 
and  she  sees  a  whole  change  of  attitude. 

To  a  great  extent,  it  comes  out  of  the  fact  that  we  have  had  these 
annual  financial  audits,  and  the  dollars  now  are  going  to  start  to 
mean  something  and  we  are  going  to  have  to  account  for  these  as- 
sets. We  are  going  to  have  to  try  to  get  more  out  of  our  dollars  than 
what  we  may  have  in  the  past,  when  we  had  more  money. 

So  I  think  the  CFO  Act  and  the  annual  audits  are  just  absolutely 
crucial  to  the  whole  reinventing  government  and  reducing  the  cost 
of  government. 

Chairman  Glenn.  We  haven't  provided  a  big  budget  to  imple- 
ment the  CFO  Act. 
Mr.  Bowsher.  No. 

Chairman  GLENN.  It  is  pretty  much  coming  out  of  their  hide  at 
each  one  of  the  agencies,  by  and  large.  How  can  agencies  make 
greater  investments  in  financial  systems  and  people  at  this  time  of 
austerity? 

Mr.  Bowsher.  One  thing  you  have  to  keep  in  mind,  we  spend 
$25  billion  on  information  technology  on  an  annual  basis  in  the 
Federal  Government.  That  is  a  huge  number.  Lots  of  times,  the  in- 
vestments have  not  been  well  done.  I  think  that  we  need  to  spend 
more  time  in  this  area  coming  up  with  some  really  good  plans. 

So  I  think  you  could,  with  modern  technology  that  can  now  re- 
duce the  cost  of  processing  paperwork  and  coming  up  with  these  re- 
ports, I  think  you  can  do  it  practically  with  the  money  that  is  avail- 
able now,  but  it  takes  a  little  redirection  and  reprioritizing  within 
the  departments.  It  is  something  that  OMB  has  got  to  support  as 
we  move  forward  here. 

Chairman  Glenn.  The  other  area,  the  savings,  you  discuss  m 
your  written  testimony.  How  are  those  related  to  the  audits? 
Should  we  be  running  a  list  of  percent  of  savings  or  something 
every  year  along  with  this?  I  don't  want  to  complicate  the  Act,  be- 
cause we  are  still  trying  to  implement  it,  but  that  is  the  key  to  it. 
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We  are  trying  to  make  better  savings  and  make  a  more  efficient 
government.  How  do  you  quantify  that,  or  how  do  we  measure  it? 

Mr.  BOWSHER.  Leon  Panetta,  the  Director  of  OMB,  issued  a  very 
good  letter  to  the  Vice  President  here  on  November  17  on  this  very 
issue,  and  that  is  just  how  much  payoff  we  are  getting  from  these 
audits  and  what  the  success  is. 

You  can  have  maybe  an  annual  report  coming  from  the  adminis- 
tration, which  I  suspect  he  will  present  when  he  comes  here  next 
week.  I  think  that,  on  an  annual  basis,  would  be  a  good  thing  to 
have. 

Chairman  Glenn.  Very  good.  There  has  been  some  concern  about 
the  tough  requirements  of  the  Act,  the  financial  statements,  con- 
solidation and  improvement  in  systems.  These  may  still  be  beyond 
the  abilities  of  many  of  the  agencies.  Do  you  think  that  the  prob- 
lem lies  more  with  a  lack  of  technical  ability  or  just  lack  of  agency 
leadership  and  giving  this  some  priority? 

Mr.  BOWSHER.  It  probably  is  a  bit  of  both,  but  we  are  seeing  real 
progress  in  the  agencies  that  have  had  these  annual  audits.  They 
are  bringing  in  more  capability.  The  Department  of  Education 
hired  away  Don  Wurtz  from  our  organization,  who  had  been  a  part- 
ner of  one  of  the  big  accounting  firms  before  he  joined  GAO.  They 
have  gone  after  some  increased  talent,  and  they  are  getting  their 
people  better  trained. 

What  is  happening,  we  see  here  now  in  the  Federal  Government 
in  these  agencies  that  are  having  audits,  is  exactly  what  we  saw 
in  the  states  and  the  large  cities  in  this  country  after  the  New  York 
City  fiscal  crisis.  When  they  went  to  having  annual  audits,  they 
had  to  beef  up  their  capability,  improve  their  personnel,  and  their 
training.  I  think  that  we  are  seeing  it  happen  here. 

OPM  could  do  a  better  job.  I  might  ask  Gene  Dodaro,  who  is  on 
my  left,  to  say  a  few  words  on  the  classification  of  financial  man- 
agement people  and  some  of  the  training  efforts  there. 

Chairman  Glenn.  I  was  going  to  get  into  that,  as  to  whether  you 
think  their  training  is  adequate.  We  have  to  have  good  people  to 
make  this  thing  run.  It  is  not  all  just  having  one  person  assigned 
to  "M"  at  OMB  in  the  head  office.  It  is  another  thing  to  have  the 
people  trained  to  do  these  things  out  there  in  the  agencies.  How 
is  that  coming? 

Mr.  Dodaro.  It  is  not  coming  as  well  as  it  should,  Senator.  We 
think  OPM  can  and  should  do  more  to  help  provide  some  support 
and  technical  assistance.  There  really  isn't  a  very  good  plan  in 
place  yet  to  improve  the  personnel  functions  of  each  of  the  individ- 
ual agencies. 

As  you  pointed  out,  the  CFO  Act  puts  new  requirements  in 
place — modern  systems,  the  development  of  performance  measures, 
linking  budgeting  and  accounting — and  all  of  these  require  higher 
skill  levels.  So  we  think  OPM  can  provide  some  help  working  with 
OMB  and  the  CFO  council  to  do  more  on  workforce  planning,  and 
developing  training  requirements. 

Right  now,  there  are  no  minimum  training  requirements  in  place 
for  financial  management  personnel,  and  we  think  there  should  be 
a  minimum  training  requirement  similar  to  the  training  require- 
ment we  have  in  place  now  for  government  auditors.  This  has  been 
a  big  help  in  improving  the  capabilities  of  the  IGs,  and  we  think 
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something  similar  to  that  put  in  place  for  financial  management 
personnel  could  produce  similar  good  results. 

Chairman  Glenn.  We  mentioned  the  Defense  Department  sev- 
eral times  this  morning,  Mr.  Bowsher.  We  have  had  hearing  after 
hearing  after  hearing  through  the  years  on  some  of  the  problems 
over  there,  on  Pentagon  and  financial  management  issues.  I  con- 
tinue to  be  very  concerned  about  payroll  problems  and  billions  in 
unmatched  disbursements,  contractor  overpayments,  which  I  men- 
tioned in  my  opening  remarks,  CIM,  DBOF  that  Senator  Levin 
mentioned,  to  name  just  a  few. 

Dr.  Perry  has  been  interested  in  this.  He  has  had  a  group  look- 
ing at  some  of  this  over  there.  We  have  been  looking  at  it  from  over 
here. 

In  your  look  at  it,  if  you  had  to  give  the  Pentagon  advice,  what 
would  you  prioritize  as  one,  two,  three?  What  should  be  focused  on 
first  over  there? 

Mr.  Bowsher.  I  would  make  sure  I  had  a  top  financial  manage- 
ment team  over  there,  and  you  have  to  have  the  leadership  in 
place,  which  they  have  not  had  in  recent  years.  Then  I  would  de- 
velop plans  for  each  of  the  services  and  I  would  develop  a  real  plan 
for  these  centralized  functions  like  the  DBOF  and  the  DFAS  and 
the  CIM  operations.  Then  I  would  really  put  an  investment  in 
there  to  try  to  get  it  fixed  up  for  once  and  for  all. 

The  Defense  Department  worries  me  as  much  as  any  department 
in  government  today,  and  it  has  for  a  number  of  years,  because  I 
just  see  no  success  in  their  moving  in  this  area.  I  just  am  very  wor- 
ried, except  in  a  few  areas.  But  overall,  I  am  very  worried  about 
the  Defense  Department,  very  worried  about  this  DBOF  fund,  be- 
cause they  started  with  probably  what  was  a  good  concept  but  they 
implemented  it  so  badly.  Now,  I  think  they  have  got  a  real  problem 
on  their  hands. 

We  have  met  with  Dr.  Perry  and  we  have  explained  this  to  him 
and  I  think  he  understands  it,  but  he  has  a  tough  job  ahead  of  him 
in  this  area  and  he  knows  it. 

I  don't  know  whether  you  are  aware  of  it,  Senator,  but  his  wife 

is  a  CPA. 

Chairman  Glenn.  I  didn't  know  that. 

Mr.  Bowsher.  I  was  thinking  of  calling  him  up  and  saying,  if 
Hillary  can  do  health  care,  could  your  wife  go  over  there  and  do 
financial  management? 

Chairman  GLENN.  Bring  her  to  work. 

Mr.  Bowsher.  Yes,  right.  [Laughter.] 

Chairman  Glenn.  At  no  cost  to  the  government,  if  it  is  like  Hil- 
lary. [Laughter.] 

Chairman  Glenn.  No,  I  think  that  is  very  good.  I  know  he  is 
going  to  have  a  lot  of  other  things  on  his  mind,  but  I  think  some 
of  these  areas  of  financial  management  are  things,  since  he  has 
been  into  them,  that  I  may  want  to  bring  up  during  our  confirma- 
tion hearings  with  him.  I  am  on  the  Armed  Services  Committee,  of 
course,  and  so  we  will  be  doing  some  of  that.  I  am  not  sure,  but 
we  may  have  a  hearing  in  the  Governmental  Affairs  Committee  at 
the  same  time  his  confirmation  hearing  is  scheduled  right  now,  so 
I  am  not  sure  how  much  I  will  be  able  to  attend  over  there,  but 
we  may  try  and  bring  that  up  anyway. 
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In  GAO's  operation  yourself,  you  were  doing  a  financial  audit  of 
the  Navy.  I  understand  that  has  been  postponed  or  cutback  some, 
mainly  because  of  resource  constraints.  What  are  we  doing  in  the 
meantime  to  ensure  that  some  of  the  Navy's  biggest  problems,  like 
this  $12  billion  in  unmatched  disbursements  that  we  talked  about 
at  our  hearing  last  July,  how  are  we  addressing  those  if  you  are 
cutting  back  some  of  your  look  at  this? 

Mr.  Bowsher.  Because  of  the  limited  resources  and  our  reduced 
staffing  here,  we  are  doing  quite  a  bit  of  work  at  Navy  now  and 
we  are  concentrating  in  that  area  of  disbursements  and  on  their 
systems  area.  What  we  have  literally  done,  we  have  postponed  the 
big  audit  1  year.  So  we  still  plan  to  do  the  audit  of  the  Navy.  We 
are  just  doing  some  of  this  preliminary  work  in  some  of  the  areas 
that  we  know  are  troublesome. 

Chairman  GLENN.  How  do  we  get  accountability  if  the  people 
that  are  supposed  to  be  carrying  out  the  administration's  policies, 
a  high  percentage  of  them  are  only  in  government  for  such  a  short 
period  of  time?  You  have  given  testimony  to  us  before,  and  as  I  re- 
call, and  I  don't  have  the  little  chart  right  in  front  of  me  here  but 
I  think  I  recall  the  figures  accurately,  of  the  political  appointees 
that  come  into  the  government,  in  other  words,  those  people  that 
are  supposed  to  be  carrying  out  the  policies  of  the  administration, 
as  I  recall,  30  percent  of  them  are  only  in  government — after  their 
political  appointment — they  are  only  in  government  for  18  months. 
That  is  nearly  a  third  of  the  political  appointees  are  only  in  govern- 
ment for  18  months,  and  50  percent  are  gone  within  27  months  of 
their  appointment. 

You  can't  have  management  and  accountability  and  tight  reins 
and  strings  and  somebody  really  managing  and  running  something 
if  all  that  people  are  doing  is  coming  in  and  getting  their  ticket 
punched  or  getting  a  new  reference  in  their  dossier  or  their  folder. 
I  don't  know  how  we  reverse  this.  I  know  that  the  people  that  have 
come  before  this  Committee  for  confirmation,  I  have  asked  them  for 
a  commitment  that  what  they  are  doing  is  signing  on  for  either  as 
long  as  the  President  wants  them  or  for  the  duration  of  at  least  the 
first  term. 

I  think  that  should  be  done  across  government,  because  someone 
coming  in  who  is  a  political  appointee,  they  have  some  expertise  in 
their  field,  of  course,  but  still,  you  are  coming  into  a  different  oper- 
ation. It  takes  them  maybe  three  or  4  months  to  find  out  where  all 
the  phones  are  and  so  on.  If  they  are  going  to  leave  and  they  know 
they  are  going  to  leave,  the  last  couple  of  months,  they  are  likely 
to  be  short-timers  and  aren't  likely  to  make  any  tough  manage- 
ment decisions.  So  you  can  subtract  maybe  four  to  6  months  off  of 
those  figures  I  gave. 

The  effectiveness  of  political  appointees,  it  seems  to  me,  is  some- 
thing that  is  rather  key  to  this  whole  thing,  and  yet  it  doesn't  seem 
to  be  addressed.  People  float  in  and  out  of  government  and  we  sort 
of  presume,  I  guess,  from  the  White  House  that  their  wishes  are 
being  carried  out,  but  I  am  not  sure  that  even  their  top  managers 
are  committed  to  being  there  long  enough  to  really  carry  things 
out. 

Do  you  see  this  as  a  real  problem,  and  how  do  we  reverse  some- 
thing like  that? 
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Mr.  BOWSHER.  It  is  a  real  problem,  there  is  just  no  question 
about  it.  I  think  it  is  one  of  the  biggest  problems  facing  any  admin- 
istration that  is  really  trying  to  improve  government  operations.  I 
think  that  the  Presidents  ought  to  ask  each  nominee  to  stay  the 
4  years.  If  you  are  not  willing  to  stay  4  years,  I  think  that  you  can 
make  very  little  contribution  to  these  large  government  agencies 
and  these  big  government  programs. 

Also,  I  think  we  have  too  much  turnover  in  the  SES.  We  are 
going  to  get  a  big  turnover  this  year  when  many  of  the  SES  people 
retire.  If  you  don't  have  a  good  plan  for  succession  in  your  SES, 
then  you  have  turmoil  not  only  at  the  Presidential  appointee  level, 
but  you  have  turmoil  at  your  senior  civil  service  level. 

This  is  an  area  that  I  think  each  administration  ought  to  work 
on  very  hard,  to  try  to  get  continuity  of  leadership.  If  you  look  at 
any  department  where  they  have  been  able  to  make  meaningful 
change  and  improvement,  they  have  had  continuity  of  leadership. 
You  can't  do  it  in  2  years.  You  just  can't  do  it. 

Chairman  Glenn.  I  think  that  is  a  key  thing,  and  it  was  ad- 
dressed just  briefly  in  the  NPR  report.  I  talked  to  the  people  about 
it.  I  know  1  day  I  was  at  the  White  House,  it  has  been  some 
months  ago  now,  we  were  at  a  meeting  with  the  President  over 
there  and  something  came  up  about  this.  I  mentioned  the  figures 
I  just  gave  here,  and  the  President  was  surprised  at  this  and  made 
some  notes  on  a  pad.  Now  whether  word  has  gotten  passed  down- 
hill to  be  more  careful  and  get  a  commitment  out  of  people  coming 
into  government,  I  don't  know,  but  I  think  it  is  really  key. 

I  just  don't  think  you  can  come  into  government  and  implement 
new  policies,  create  change,  as  the  President  campaigned  on  and 
wants  and  still  do  it  with  people  floating  in  and  out  of  government 
as  though  it  is  some  big  game  of  some  kind.  They  just  don't  do 
that.  That  just  means  you  turn  everything  over  to  the  middle  or 
lower  management  levels  that  aren't  particularly,  maybe,  inter- 
ested in  change,  like  we  should  be  if  we  are  changing  the  policy  of 
government. 

Mr.  BOWSHER.  If  I  could  just  add  one  item  to  that  issue,  Mr. 
Chairman,  and  that  is  it  is  taking  so  long  now  to  get  some  of  the 
Presidential  appointments  made  and  then  through  the  process  that 
I  think  we  are  losing  a  lot  of  time  here  with  each  new  administra- 
tion. It  is  an  area  that  I  think  maybe  GAO  ought  to  do  your  study, 
and  maybe  for  your  Committee,  on  just  the  whole  Presidential  ap- 
pointment process  that  we  have  today.  With  the  recent  administra- 
tions, it  seems  like  it  has  taken  an  awful  long  time  just  to  get  your 
team  in  place. 

I  remember  when  I  was  serving  in  the  Nixon  administration 
under  Laird  and  Packard,  they  had  their  whole  team  in  place  by 
March.  I  don't  think  this  administration  will  have  their  team  in 
this  coming  March. 

Chairman  Glenn.  Do  you  have  any  figure  on  what  percent  va- 
cancies we  still  have  of  the  political  appointees? 

Mr.  Bowsher.  I  haven't  asked  that.  Somebody  told  me  that  num- 
ber a  week  or  two  ago,  and  I  don't  remember  it  now. 

Chairman  Glenn.  It  seems  to  me  it  is  25  or  27  percent. 

Mr.  Bowsher.  I  think  that  is  right.  That  is  the  ballpark  that  I 
remember.  It  is  about  a  third  of  the  team  that  is  in. 
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Chairman  Glenn.  About  a  third? 

Mr.  Bowsher.  Yes. 

Chairman  Glenn.  I  think  these  things,  where  we  don't  have  peo- 
ple in  there  to  carry  out  the  maybe  brilliant  new  ideas,  great  ideas 
of  how  we  are  going  to  improve  government,  you  are  not  going  to 
do  it  unless  you  have  somebody  in  charge  and  operating,  working 
on  it. 

Mr.  Bowsher.  That  is  right.  I  know  a  lot  of  the  cabinet  officers 
who  I  have  met  with  are  very  frustrated  over  this.  They  would  like 
to  get  their  teams  in  place  and  get  going. 

Chairman  Glenn.  Is  part  of  it  our  demand  for  too  much  informa- 
tion here  on  the  Hill? 

Mr.  Bowsher.  Yes,  I  think  that  is  one  of  the  things  we  could  look 
at.  Also,  all  the  different  forms.  In  other  words,  when  they  have  to 
make  out  their  financial  information  forms,  sometimes  you  have 
different  forms  for  one  group  and  another  group,  and  pretty  soon — 
one  of  the  things  that  staggered  me  a  couple  of  years  ago,  when 
somebody  told  me  how  they  had  to  go  out  and  hire  an  accountant 
and  a  lawyer  to  fill  out  all  the  forms  so  that  they  could  go  through 
the  Presidential  appointment  process.  Except  in  unusual  cir- 
cumstances, I  wouldn't  think  that  is  necessary,  and  it  didn't  used 
to  be  necessary. 

Chairman  Glenn.  Then  we  get  involved  in  all  sorts  of  things, 
and  I  am  not  saying  they  aren't  important,  but  all  sorts  of  things 
like  what  has  been  called  "Nannygate"  and  all  sorts  of  things  that 
maybe  in  the  long  scheme  of  things  don't  quite  have  the  same  im- 
portance that  they  have  at  the  moment.  Maybe  that  is  something 
we  ought  to  talk  to  you  about,  about  what  kind  of  a  look  we  could 
take  at  that  to  see  what  is  going  on. 

Mr.  Bowsher.  I  think  if  we  were  to  take  a  look  at  the  whole 
process,  look  at  what  it  was,  say  20  or  30  years  ago,  when  people 
moved  through  the  process  much  more  quickly,  and  just  see  if  all 
these  additional  requirements  have  really  been  necessary. 

Also,  one  thing  I  might  point  out,  and  that  is  most  of  the  addi- 
tional process  has  been  put  in  through  executive  order  and  admin- 
istrative. It  is  not  in  law.  I  don't  think  it  would  take  too  much  to 
streamline  some  of  this  process,  if  we  could  come  up  with  a  good 
review  and  some  good  recommendations. 

Chairman  Glenn.  We  might  want  to  talk  to  you  about  that  a  lit- 
tle bit  more. 

Mr.  Bowsher.  All  right. 

Chairman  Glenn.  I  think  everyone  would  probably  agree  that  we 
are  not  maybe  getting  our  complete  money's  worth  out  of  the  $25 
billion  a  year — $25  billion  a  year — spent  on  information  technology. 
One  thing  to  do  is  to  reauthorize  the  Paperwork  Reduction  Act, 
strengthen  OMB's  IRM  hand,  and  I  appreciate  your  comments  on 
that  current  effort,  but  I  think  we  have  to  focus  on  the  agencies 
also. 

For  example,  you  have  talked  about  the  failure  of  agencies  to  en- 
gage in  any  meaningful  up-front  assessment  of  their  business 
needs,  to  quote  your  words,  I  believe.  Recently,  GAO  noted  this 
problem  in  its  report  on  the  Navy's  TAC-4  procurement,  where,  as 
you  saw  it,  without  adequate  analysis,  a  Navy  tactical  system 
project  evolved  into  a  massive,  multi-agency  procurement. 
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How  do  we  get  agencies  to  better  assess  needs?  Is  this  something 
a  CFO  can  look  into  and  make  sure  they  are  staying  within  the 
original  intent  of  what  was  the  mandate  they  were  given?  How  do 
we  make  program  design  decisions,  stick  to  them?  Does  it  require 
more  agency  reviews?  How  do  we  handle  that? 

Mr.  BOWSHER.  This  could  be  part  of  the  annual  Congressional 
oversight  hearing.  These  big  systems  efforts  ought  to  have  some 
real  visibility  of  how  well  they  are  going.  We  have  relied  to  a  great 
extent  on  GSA's  review  over  the  years.  They  never  seem  to  have 
the  talent  that  it  takes  to  really  do  the  review. 

I  think  you  are  right,  Senator.  The  agencies  have  to  be  more  re- 
sponsible for  these  efforts,  and  then  I  think  a  good  Congressional 
review  each  year  of  how  much  progress,  and  maybe  GAO  or  the 
IGs  giving  an  independent  report  on  how  much  progress  is  being 
made  would  make  a  lot  of  sense. 

More  and  more  people  are  recognizing  that  it  isn't  anymore  a 
case  of  automating  your  present  processes.  What  you  really  have 
to  do  is  work  with  the  top  management  of  each  agency  and  the  lead 
program  people  and  figure  out  how  can  you  simplify,  how  can  you 
make  the  program  better,  and  then  you  start  to  think  about  what 
kind  of  automation  do  you  need  and  things  like  that. 

The  TAC-4  procurement  showed  a  lot  of  the  problems  that  we 
see  currently.  This  is  an  area  that  hopefully  the  new  administra- 
tion will  work  on  a  great  deal.  Congress  should  play  a  big  role  in 
this,  not  just  through  the  old  computer  approval  system,  because 
that  was  procurement  oriented  and  was  all  put  in  place  when  we 
had  mainframe  systems.  We  today  have  networks  of  systems  that 
sit  on  people's  desks. 

One  of  the  big  questions  is,  should  management  be  much  more 
involved?  You  bet  they  should  be,  and  they  should  be  reporting  to 
Congress. 

Chairman  Glenn.  In  some  ways,  we  keep  talking  about  review 
requirements  and  CFO  doing  reviews  and  reporting  back  to  us  and 
so  on,  but  in  some  way  making  a  whole  bunch  of  review  require- 
ments sort  of  runs  counter  to  the  NPR  philosophy  of  managerial 
flexibility. 

How  do  you  make  people  accountable?  I  want  to  see  people  more 
accountable.  Yet  you  don't  want  to  lock  it  in  with  so  many  reports 
that  a  manager  doesn't  feel  free  to  move  to  make  new  efficiencies 
in  that  department.  Is  there  a  problem  there  that  we  could  help  out 
on  some  way? 

Mr.  BOWSHER.  Yes.  I  think,  again,  if  we  could  get  this  annual  re- 
porting by  the  agency  head  and  his  or  her  top  people  about  how 
is  the  program  being  delivered  and  what  are  they  doing  with  mod- 
ern technology  to  improve  it. 

We  had  the  deputy  of  one  of  the  cabinet  departments  over  the 
other  day  at  GAO,  and  he  comes  out  of  the  computer  and  tech- 
nology industry  area.  He  was  saying  that  he  thinks  that  you  are 
going  to  put  these  systems  together  and  change  them  very  quickly 
in  the  future  and  you  just  aren't  going  to  have  the  big  mainframe 
systems.  What  management  has  to  do  is  be  very  involved  in  how 
you  deliver  the  information,  how  you  deliver  the  services.  This  is 
going  to  be  the  future. 
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There  has  got  to  be  a  paradigm  change  here  on  our  systems  and 
technology  in  the  Federal  Government,  because  technology  has 
changed  and  therefore  the  government  hos  to  change.  I  think  that 
this  Committee  and  the  Government  Operations  Committee  in  the 
House  are  the  Committees  that  ought  to  look  very  carefully  at  this. 

Chairman  Glenn.  On  your  high-risk  list,  we  have  run  that  now 
for  several  years.  You  have  had  some  experience  in  doing  that.  You 
added  HUD  to  your  list  of  high-risk  problems  this  year.  Would  you 
expand  some  on  your  previous  remarks  as  to  what  the  problem  is 
over  there?  Are  they  on  top  of  that  and  doing  something  about  it, 
or  are  we  headed  for  another  scandal  and  more  billions  gone  off  in 
taxpayer  dollars? 

Mr.  Bowsher.  No.  I  don't  want  to  in  any  way  cast  blame  on  the 
current  team.  They  have  only  been  there  1  year,  and  I  think  they 
are  working  hard  to  get  on  top  of  it. 

Because  many  of  these  programs  have  been  conducted  out  in  the 
private  sector  some  of  the  information  that  was  flowing  back  was 
not  accurate.  Therefore,  the  amount  of  losses  was  hidden,  you 
might  say,  for  a  number  of  years. 

We  are  getting  on  top  of  this  issue.  But  it  is  going  to  take  longer 
than  people  had  anticipated.  So  I  am  kind  of  pleased  with  what  the 
current  team  is  doing.  I  think  it  should  be  on  the  high-risk  list  be- 
cause it  will  certainly  show  to  everybody  why  the  problems  at  HUD 
have  got  to  be  given  a  high  priority.  I  think  that  they  will  get  on 
top  of  these  eventually. 

Chairman  Glenn.  I  think  that  OMB  is  planning  to  include  a  new 
high-risk  list  when  it  releases  its  budget  in  a  few  weeks.  OMB  has 
gotten  away  from  the  previous  administration's  SWAT  team  ap- 
proach. I  sort  of  liked  the  SWAT  team  approach.  Granted,  it  sort 
of  takes  over  after  some  of  these  deficiencies  have  become  better 
known  and  then  the  SWAT  team  moves  in,  so  it  is  sort  of  reactive, 
maybe  a  little  too  much  that  way.  I  thought  that  there  were  some 
stubborn  problems  in  some  of  these  agencies  and  perhaps  that  is 
not  a  bad  approach. 

The  Education  Department's  student  loan  fiasco  a  couple  of  years 
back  would  not  have  gotten  sufficient  attention,  I  don't  think,  with- 
out the  SWAT  team  approach. 

Do  you  think  that  is  a  useful  tool,  or  has  it  sort  of  had  its  day 
and  we  can  get  into  other  ways  of  managing  these  things,  or  do  you 
think  we  should  be  doing  away  with  the  SWAT  teams? 

Mr.  Bowsher.  Our  people  at  GAO  worked  closely  with  OMB  dur- 
ing the  last  4  years,  especially  with  Frank  Hodsoll,  and  thought 
that  it  was  a  very  good  technique  that  they  were  achieving  some 
real  success  with  some  of  those  SWAT  teams.  Of  course,  they  were 
made  up  mostly  of  people  from  the  various  agencies. 

Dick  Fogel  on  my  right  here  is  the  person  that  has  headed  up 
our  high-risk  area  in  the  last  couple  of  years  and  kind  of  super- 
vised many  of  our  efforts  here.  I  might  ask  him  to  add  a  few  words 
to  this. 

Chairman  Glenn.  Mr.  Fogel. 

Mr.  Fogel.  Yes,  I  think  that  you  are  right.  Our  understanding 
is  that  OMB  is  going  to  come  up  with  a  new  list.  Whether  they  call 
them  SWAT  teams  or  whatever  they  call  them,  the  concept  of  hav- 
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ing  OMB  people  work  with  the  agency  people  to  get  on  top  of  these 
problems  is  very  important. 

Key,  then,  I  think  is  to  take  that  information  and,  from  an  execu- 
tive standpoint,  fold  that  back  into  the  budget  and  management  re- 
views they  do  of  the  agencies  and  then  to  provide  that  to  the  Con- 
gress so  that  through  effective  oversight  you  can  keep  things  mov- 
ing. 

We  support  the  continuation  of  that  type  of  effort  in  OMB,  which 
means  you  have  to  have  some  people  focused  on  management  work- 
ing with  the  agencies  to  get  corrective  action. 

Chairman  Glenn.  We  have  had  a  proposal  to  cut  252,000  Fed- 
eral workers  in  an  effort  to  get  back  to  the  one-to-15  rather  than 
one-to-seven  ratio  I  mentioned  earlier  of  managers  to  employees. 
Some  people  think  maybe  these  cuts  should  just  be  made  across 
the  board.  I  don't  want  to  see  that.  I  think  these  have  to  be  ex- 
tremely selective.  I  am  not  sure  exactly  how  the  252,000  figure  was 
arrived  at,  whether  it  was  an  analysis  of  each  department  or 
whether  they  just  took  a  percentage  sort  of  across  the  board  of  ra- 
tios and  came  up  with  that  figure. 

For  instance,  IRS;  I  would  hate  to  think  that  we  are  going  to  cut 
back  IRS  agents.  I  think  we  are  going  to  have  to  go  out  and  get 
that  $18.7  billion  that  is  collectible.  I  would  hate  to  see  those  peo- 
ple scaled  back  just  on  a  percentage  basis  across  government  like 
everybody  else. 

I  am  afraid  that  maybe  if  we  just  implement  this  on  a  percentage 
basis,  we  get  more  hollow  government  that  is  less  efficient  than  the 
efficiency  we  are  striving  for  by  the  cuts,  if  you  follow  me  there. 

Mr.  Bowsher.  I  do. 

Chairman  Glenn.  Comment  on  that,  if  you  would. 

Mr.  Bowsher.  You  have  to  take  that  252,000  figure  and  turn  it 
into  a  better,  workable  plan.  In  other  words,  to  just  cut  people 
across  the  board  doesn't  make  any  sense  at  all.  Each  agency  has 
got  to  come  up  with  a  plan  to  show  where  they  are  going  to  reduce 
in  size,  how  they  are  going  to  reduce  their  operation,  how  they  are 
going  to  maintain  or  improve  the  effectiveness  of  their  operation. 
That  is  the  kind  of  thinking  that  has  to  get  us  to  where  we  have 
a  plan  that  makes  some  sense. 

This  is  a  very  crucial  area.  I  know  that  the  President  and  Vice 
President  want  to  achieve  a  smaller  government,  and  I  think  that 
is  very  laudable  and  it  is  probably  doable.  But  if  it  isn't  done  right, 
we  could  end  up  with  a  more  hollow  government.  That  is  the  big 
danger.  So  I  think  that  a  good  plan  by  each  agency,  approved 
maybe  by  the  Vice  President,  is  the  kind  of  leadership  that  you 
now  need  to  implement  this  kind  of  a  cut. 

Chairman  Glenn.  Who  could  do  some  of  that,  OPM? 

Mr.  Bowsher.  No,  I  think  each  agency  should  do  it,  and  then 
some  kind  of  a  review  process.  OPM  should  be  involved,  but  I  don't 
think  just  OPM  doing  it  would  be  the  right  way  to  do  it. 

Chairman  Glenn.  How  did  they  arrive  at  that  252,000?  That  is 
such  a  specific  figure.  Do  you  know? 

Mr.  Bowsher.  From  what  I  have  heard,  it  was  a  fairly  rough  cut. 
I  wouldn't  want  to  go  as  far  as  saying  they  pulled  it  out  of  the  air, 
but  I  don't  think  you  would  see  too  much  documentation  behind  it. 
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You  have  to  figure  out,  agency  by  agency,  how  you  are  going  to 
achieve  it. 

Chairman  Glenn.  The  problem,  too,  is  what  you  are  trying  to  do 
is  cut  out  GS-13,  GS-14,  and  GS-15,  the  middle  management  area 
or  the  upper  management  level  that  has  gotten  bloated  through  the 
years,  but  then  you  run  into  all  sorts  of  things  about  bump  rights 
and  moving  downhill. 

Mr.  Bowsher.  That  is  right. 

Chairman  Glenn.  You  wind  up  with  maybe  the  same  people  still 
in  government,  having  bumped  their  way  out  of  one  position  down- 
hill and  kicked  somebody  else  out.  You  may  wind  up  having  the 
people  out  of  government,  not  the  type  people  that  you  were  driv- 
ing at  to  begin  with.  Is  that  a  problem? 

Mr.  Bowsher.  It  is  a  potential  problem.  One  of  the  things  you 
have  to  recognize  is  that  in  every  agency  and  every  organization, 
you  have  some  employees  at  various  levels  that  are  the  real  leaders 
or  the  real  capable  people.  The  last  thing  you  want  to  do  is  have 
some  overall  plan  that  does  them  harm,  gets  them  out  of  the  situa- 
tion. That  is  why  I  think  each  agency  needs  this  plan  to  figure  out 
how  they  are  going  to  do  it,  how  they  are  going  to  reduce.  In  some 
cases,  you  might  not  want  to  reduce  Agency  A  the  same  way  as  you 
would  reduce  Agency  B  or  Agency  C. 

I  think  an  overall  cut,  say  we  want  to  cut  half  the  GS-14s  in  the 
government,  doesn't  make  a  lot  of  sense. 

Chairman  Glenn.  I  see  some  real  conflicts  here,  and  I  am  not 
trying  to  stop  what  the  administration  is  trying  to  do.  I  have  been 
supporting  it  and  working  closely  with  the  Vice  President  on  it  be- 
cause a  lot  of  the  things  that  they  want  to  do  under  NPR  are  going 
to  have  to  run  through  this  Committee.  So  we  have  had  a  number 
of  meetings  and  worked  with  them  closely  on  this. 

One  of  NPR's  civil  service  reform  goals  is  to,  as  I  said  before,  em- 
power government  managers  to  do  things  and  decentralize  person- 
nel decisions.  But  yet,  we  have  a  very  central  set  of  rules  for  merit 
principles  and  veterans  preferences  and  equal  pay  for  equal  work 
and  equal  employment  opportunities,  EEO.  I  see  some  real  con- 
flicts, because  if  OPM  abandons  its  central  statutory  role,  then  I 
am  not  quite  sure  how  we  train  and  oversee  managers.  They  be- 
come responsible,  then,  for  carrying  out  EEO  and  veterans  pref- 
erences and  equal  pay  for  equal  work  and  all  these  different  things. 

Is  that  a  major  area  of  problem  as  we  try  and  implement  this? 

Mr.  Bowsher.  It  is  a  potential  problem,  but  I  think  it  can  be 
done  well  if  you  lay  it  out  properly.  GAO  itself,  I  think,  could  be 
used  as  a  model.  My  predecessor,  Elmer  Staats,  got  legislation  from 
the  Congress.  Congress  gave  GAO  the  ability  to  design  more  of 
their  own  system,  which  we  have  done,  but  we  tried  to  keep  the 
National  goals  here  on  merit  principles  and  equal  pay  for  equal 
work  and  all  that,  equal  opportunity,  very  much  in  the  pattern. 

What  we  did  is  we  went  to  broad-banding  and  changed  literally 
the  way  we  do  our  system.  We  emphasize  training.  Everybody  at 
GAO  gets  at  least  80  hours  every  2  years  of  continuous  education 
and  training. 

So  if  you  do  it  well,  you  can  end  up  with  a  better  organization, 
with  your  personnel  people  really  being  much  better  treated  by  a 
personnel  system  that  is  more  tailored  to  your  organization  and 
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your  mission  than  the  overall  system.  But  if  you  don't  do  it  well, 
if  you  don't  have  the  training,  if  you  don't  watch  some  of  these  na- 
tional goals  that  are  there,  if  you  don't  have  the  systems  to  report 
back  on,  then  you  could  end  up,  I  think,  with  some  real  problems. 

Chairman  Glenn.  I  don't  want  to  throw  hurdles  in  the  way  of 
implementing  this  thing,  but  we  are  not  about  to  repeal  some  of 
these  things  or  take  legislation  off  the  books  with  regard  to  equal 
opportunity  and  things  like  that. 

Mr.  Bowsher.  That  is  correct. 

Chairman  Glenn.  So  those  laws  are  still  going  to  apply.  If  some- 
body is  trying  to  administer  this  and  you  have  spread  the  respon- 
sibility downhill,  then  you  would  have  at  least  the  possibility,  and 
I  only  say  possibility,  of  setting  up,  in  effect,  many  OPMs  requiring 
even  more  staff,  because  it  is  now  spread  out  and  you  have  to  have 
your  expertise  at  agency  level  instead  of  somebody  administering 
things  at  a  higher  level.  That  is  just  one  thing  to  watch  out  for  as 
we  try  and  implement  this,  I  guess. 

Mr.  BOWSHER.  Again,  if  you  were  to  have  that  biennial  oversight 
hearing  in  Congress  on  each  agency,  it  is  like  when  I  will  come  to 
you  later  this  year  on  an  oversight  hearing,  I  will  be  able  to  lay 
out  to  you  what  we  have  achieved  in  the  last  6  years  on  affirmative 
action.  In  other  words,  we  have  all  the  figures,  we  have  had  a  good 
program  and  that,  and  so  I  will  be  able  to  report.  Every  agency 
head  should  be  able  to  do  that,  and  you  should  be  able  to  do  it 
down  through  your  units.  It  isn't  just  an  agency-wide  situation. 

Chairman  GLENN.  Biennial  oversight,  which  also  carries  along 
with  it,  I  would  hope,  biennial  budgeting,  that  I  think  you  are  still 
for — I  doubt  if  you  have  changed  on  that,  have  you? 

Mr.  Bowsher.  No.  We  still  support  multi-year  budget  agree- 
ments and  longer-range  planning.  It  really  isn't  necessary  to  move 
away  from  an  annual  appropriations  process. 

Chairman  Glenn.  I  have  very  much  favored  the  biennial  ap- 
proach to  this,  with  the  idea  that  we  do  most  of  our  budgeting  in 
1  year. 

Mr.  Bowsher.  That  is  certainly  one  approach. 

Chairman  Glenn.  We  might  have  to  have  the  supplemental  in 
the  off-year  or  something  like  that,  but  do  your  basic  budgeting  in 
1  year  and  save  the  other  year  for  very  intensive  oversight. 

Mr.  Bowsher.  We  certainly  support  strong  oversight  by  the  Con- 
gress. 

Chairman  Glenn.  I  think  that  would  be  good.  Now  maybe  with 
the  effective  oversight  that  we  have  seen  in  the  past  where  even 
when  we  do  oversight,  even  when  we  point  things  out  at  hearings, 
even  when  we  have  these  things  that  you  think  anybody  would  just 
jump  right  on  if  they  knew  it  was  happening  in  their  agency,  jump 
right  on  and  do  something  about,  and  yet  we  have  seen  them  be 
ignored  year  after  year  after  year.  Every  year,  you  come  up  and  re- 
port on  them.  Every  year,  we  make  as  much  publicity  on  them  as 
we  can. 

I  wish  there  were  some  mechanism,  it  would  be  almost  like  an 
indictment  process,  I  guess,  or  something  like  that,  for  people  who 
are  letting  some  of  these  things  go  on  and  on  and  on.  But  maybe 
through  the  CFO  process  we  are  beginning  to  get  some  hold  on 
this. 
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Would  you  comment  on  the  IGs,  too?  I  hadn't  brought  that  up. 
I  see  the  CFO  capability  and  the  IGs  as  ferreting  out  the  waste  and 
abuse  that  I  mentioned  in  my  opening  statement.  I  see  those  as 
being  dual  swords  here,  dual  weapons  that  can  be  used  in  trying 
to  get  more  efficient  government. 

Would  you  comment  on  what  your  views  are  of  the  IGs,  how  they 
are  working  and  what  improvements  we  might  be  able  to  make  in 
that  area,  also? 

Mr.  Bowsher.  I  think  the  IGs  have  done  some  very  good  work. 
I  would  like  to  see  them  move  more  towards  looking  at  some  of  the 
systems  and  some  of  the  processes,  more  into  the  systemic  areas. 
I  think  that  is  in  keeping  with  some  of  the  recommendations  in  the 
NPR  report.  I  think  they  should  play  a  major  role  in  the  annual 
audits  and  the  annual  review  of  the  internal  controls  and  that  of 
each  agency.  So  I  think  they  are  a  very  important  part  of  the  over- 
all government  accountability  issue. 

Gene  Dodaro  the  new  head  of  our  AIM  division,  and  his  people 
are  the  ones  that  review  the  IGs  from  time  to  time  and  maybe 
Gene  would  want  to  add  something. 

Chairman  Glenn.  Fine.  Do  you  care  to  make  a  comment? 

Mr.  Dodaro.  Yes,  Senator.  We  think  the  IGs  are  doing,  overall, 
good  work.  We  are  pleased  that  some  of  them  have  aggressively 
taken  on  the  responsibilities  that  they  have  been  given  under  the 
CFO  Act.  But  it  is  a  mixed  bag. 

There  are  some  instances  where  the  IGs  need  to  move  more  ag- 
gressively to  take  on  their  CFO  Act  audit  responsibilities.  We  have 
been  trying  to  provide  a  lot  of  help,  technical  assistance,  support, 
and  training  to  help  them  assume  their  financial  audit  responsibil- 
ities, and  that  is  something  that  we  are  keeping  a  close  eye  on.  We 
think  that  their  capabilities,  if  sufficiently  upgraded,  are  one  of  the 
key  elements  to  successfully  implementing  the  CFO  Act. 

Chairman  Glenn.  In  the  NPR,  I  was  a  little  bit  concerned,  and 
we  have  had  some  discussion  with  the  administration  on  this,  but 
I  was  a  little  bit  concerned  that  in  the  NPR,  there  were  some 
things  written  up  in  there  that  could  indicate  that  they  would  like 
to  see  the  IGs  move  more  into  an  advisory  role  and  maybe  cut  back 
some  on  their  investigative  role. 

I  am  certainly  not  opposed  to  the  IGs,  with  their  knowledge  and 
their  look  at  what  is  going  on  in  every  agency,  I  don't  think  it  is 
bad  for  them  to  go  over  and  have  an  advisory  role  also,  but  I  cer- 
tainly do  not  want  to  see  it  be  at  the  expense  of  the  independence 
that  they  have  and  the  investigative  authority  they  have  to  really 
get  into  things  without  fear  of  favor,  from  the  top  to  the  bottom  of 
their  particular  unit,  their  particular  agency  of  government. 

Also,  their  reporting  responsibility  is  in  two  directions.  The  re- 
porting responsibilities  are  not  only  to  the  head  of  their  agency, 
they  are  to  the  appropriate  committees  on  Capitol  Hill,  and  that  is 
key  to  this,  I  think,  because  they  have  an  independent  role  there 
that  I  don't  want  to  see  compromised  by  them  getting  oyer  into  giv- 
ing some  sort  of  advice,  well,  we  think  you  should  do  this,  and  that 
become  their  prime  role.  I  think  that  would  be  a  mistake. 

I  don't  know  whether  you  have  any  comment  on  that  or  not  or 
whether  you  were  concerned  about  that  or  have  seen  any  tendency 
in  that  direction. 
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I  met  with  the  IGs  not  long  ago.  Since  this  Committee  has  gen- 
eral oversight  in  that  area,  I  met  with  all  the  IGs  that  could  come 
1  day  and  I  think  we  had  50- some  of  the  IGs  in  the  room.  That 
is  when  Mr.  Lader  was  still  in  his  previous  spot,  before  he  moved 
over  to  the  White  House.  I  told  them  the  same  thing  that  day.  I 
have  no  objection  to  them  giving  advice  to  help  straighten  things 

out. 

I  think  the  NPR,  very  properly,  got  a  lot  of  their  advice  on  things 
that  they  thought  from  middle  management  would  work  better  in 
government,  and  they  reflected  a  lot  of  that  in  the  NPR  report. 
That  is  fine.  I  don't  know  the  origin  of  this  suggestion  that  they 
become  more  advisory,  whether  it  came  from  the  middle  manager 
group  that  the  IGs  have  been  looking  at  with  sometimes  a 
confrontational  relationship  within  these  agencies,  so  maybe  the 
advice  that  was  given  to  the  NPR  group  perhaps  was  a  bit  colored 
by  some  of  the  experience  of  not  liking  the  IGs  looking  over  their 
shoulders. 

My  view  is  give  advice,  on  how  to  run  the  agency,  but  mean- 
while, keep  that  fiercely  independent  role  they  have  to  investigate 
and  let  everybody  know  that  they  have  that. 

Mr.  Bowsher.  Right. 

Chairman  Glenn.  I  think  that  is  key.  That  is  more  a  statement 
than  a  question,  but  what  has  been  your  experience  in  looking  at 
some  of  this  in  the  IG  area?  Do  you  see  that  as  a  problem,  or  is 
that  something  that  I  should  not  be  worried  about? 

Mr.  Dodaro.  Senator,  the  independence  of  the  IGs  is  very  critical 
to  their  utility,  both  to  the  agency  head  and  to  the  Congress  in 
their  oversight  role.  That  is  something  that  I  think  has  to  be  the 
main  tenet  of  how  they  operate  and  conduct  their  activities. 

I  think,  though,  the  genesis  for  some  of  the  concerns  about  IGs 
providing  more  consultation  comes  from  the  desire  to  have  the  IGs 
perhaps  be  in  a  more  proactive-type  role  and  helping  to  prevent 
some  of  the  problems  as  they  occur  in  agencies,  rather  than  always 
coming  in  after  the  fact.  If  they  have  a  broader  perspective,  which 
they  are  now  beginning  to  get  under  the  CFO  Act  because  they  are 
looking  at  the  entire  agency  operations  and  controls,  they  could 
play  that  advisory  consulting  role  without  jeopardizing  their  inde- 
pendence. But  it  is  something  that  we  always  have  to  keep  a 
watchful  eye  on,  and  we  plan  to  monitor  this  issue. 

Chairman  Glenn.  Good,  and  I  hope  you  do.  I  don't  think  it  is  a 
big  red  flag  yet,  but  I  think  when  that  was  in  the  NPR  report,  I 
was  just  a  little  bit  concerned  that  we  not  undercut  the  IG.  I  think 
the  CFO  Act  and  the  IG  Act  are  things  that  can  be  extremely  valu- 
able tools  in  getting  control  of  government. 

We  worked  with  you,  Mr.  Bowsher,  and  with  all  of  your  people 
on  this,  as  you  recall,  for,  I  think,  like  three  or  4  years  we  talked 
about  this  and  tried  to  work  out  details.  We  worked  with  Mr. 
Darman,  who  was  over  at  the  OMB  at  that  time,  on  some  of  the 
aspects  of  it,  back  and  forth.  Those  acts  were  not  put  in  without 
a  lot  of  forethought  and  a  lot  of  work  with  you  and  with  the  admin- 
istration at  the  time.  I  think  they  can  be  major  tools  in  getting  con- 
trol of  this. 
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Mr.  Bowsher.  I  would  just  add,  Mr.  Chairman,  the  issue  that 
you  have  brought  up,  independence  is  absolutely  crucial.  You  have 
got  to  maintain  their  independence. 

Chairman  GLENN.  Thank  you. 

Senator  Roth  could  not  come  back  after  the  votes.  He  asked  me 
if  I  would  ask  a  couple  of  questions  that  he  left  with  me  here,  so 
these  are  on  behalf  of  Senator  Roth. 

Mr.  Bowsher.  All  right. 

Chairman  Glenn.  The  first  involves  Federal  employee  buy-outs. 
Last  fall,  this  Committee  reported  out  a  bill  to  provide  for  vol- 
untary separation  incentive  payments,  or  buy-outs,  to  assist  in 
downsizing  Federal  personnel.  I  understand  GAO  has  recently  com- 
pleted a  very  successful  buy-out  program  for  anyone  who  volun- 
teered to  either  retire  early  or  simply  resign. 

What  lessons  can  the  rest  of  government  learn  from  GAO's  expe- 
rience? What  problems  will  agencies  face  with  the  administration's 
proposal  to  allow  supervisors  to  pick  those  who  will  receive  the 
buy-out  if  they  volunteer  to  leave? 

Mr.  Bowsher.  We  have  had  a  very  successful  buy-out  program. 
It  is  a  program  that  you  are  not  sure  when  you  go  into  it  just  how 
it  will  work  out,  and  I  was  worried,  to  be  very  honest,  whether  it 
would  be  successful.  It  couldn't  have  turned  out  more  successful, 
because  we  had  400  people  accept  the  buy-out  program.  We  were 
hoping  for  300.  We  were  doing  that  because  of  the  budgetary  pres- 
sure, so  that  we  would  not  have  to  go  to  furloughs  or  RIFs  and  lose 
much  of  the  talent  that  we  have  recruited  in  the  last  ten  years  and 
all  the  diversity  that  we  have  achieved  in  the  last  ten  years.  So 
this  has  worked  out  very  well  for  GAO. 

I  would  make  a  few  observations,  though,  about  what  you  have 
to  do  to  have  a  successful  program.  One,  you  have  to  do  a  good  deal 
of  planning  ahead  of  that  so  that  you  have  the  succession,  your 
leadership  ready  to  take  over.  We  lost  25  SES  members  here,  and 
at  the  same  time,  within  30  days,  I  was  able  to  name  the  new 
members  and  their  new  assignments,  simply  because  we  have  been 
working  and  planning  for  this  for  2  years.  We  were  doing  that 
based  on  the  high  3  as  the  thing  that  would  have  the  people  retir- 
ing. So  the  buy-out  just  accelerated  it  for  us  by  a  few  months.  But 
we  did  a  lot  of  planning  on  the  succession  of  what  leadership  posi- 
tions would  come  open,  who  would  move  up  and  take  those  places. 

We,  of  course,  have  been  working  on  our  technology  here  and  im- 
proving our  networks,  as  I  explained  earlier,  so  that  today  we  don't 
need  as  many  people  as  what  we  have  had  in  the  past  working  on 
some  of  this. 

At  the  same  time,  you  have  to  recognize  that  you  are  going  to 
get  some  imbalances.  Like  you  pointed  out  earlier,  we  can't  do  the 
Navy  audit  this  year,  as  we  have  been  planning,  because  we  lost 
more  accountants  than  we  did  some  of  our  other  talent.  Now  we 
have  to  do  some  balancing  and  get  that  back  with  some  of  our  fu- 
ture recruiting  and  transferring  of  skills. 

So  in  our  case,  it  worked  very  well.  It  could  work  in  other  parts 
of  the  government,  too,  but  it  has  to  be  done  very  carefully  and  I 
don't  think  it  is  something  that  is  an  automatic  success  just  be- 
cause you  have  an  early  out.  What  you  need  is  a  good  plan  from 
each  agency. 


37 

We  coupled  ours,  too,  with  a  hiring  freeze,  so  we  have  been  able 
to  come  down.  As  I  said,  we  are  pretty  close  to  the  12  percent  re- 
duction that  the  President  has  asked  the  government  as  a  whole 
to  achieve.  We  have  been  able  to  do  that  without,  therefore,  laying 
off  any  employees.  That,  of  course,  is  very  good  for  your  organiza- 
tion and  your  employees. 

So  on  balance,  it  has  been  a  success  for  us,  but  I  do  caution  that 
it  has  to  be  done  with  a  good  deal  of  thought. 

Chairman  Glenn.  Another  question  Senator  Roth  wanted  to 
have  me  ask,  has  GAO  conducted  a  comprehensive  evaluation  of 
the  civil  service  and  personnel  management  systems,  including  the 
performance  appraisal  systems,  in  recent  years?  If  so,  what  did  you 
conclude? 

Mr.  Bowsher.  We  have  not  done  that.  We  have  looked  at  some 
aspects  of  the  system,  but  we  have  not  done  a  complete  study  like 
that.  We  ought,  maybe,  to  give  that  some  more  thought,  especially 
as  they  make  changes  now. 

I  think  what  we  should  do  is  wait  to  see  what  changes  are  being 
proposed  and  then  monitor  those  changes  and  look  at  the  areas 
that  we  think  that  we  should  be  reviewing.  I  would  like  to  come 
back  to  this  Committee  with  that  plan  and  see  if  it  meets  your  re- 
quirements. 

Chairman  GLENN.  That  is  fine.  We  would  appreciate  that. 

Just  a  question  from  me  as  a  follow-up  on  Senator  Roth's  here, 
there  was  some  indication  that  perhaps  RIFs  might  even  wind  up 
being  more  expensive  than  buy-outs.  Did  you  find  that?  Have  you 
looked  at  it? 

Mr.  Bowsher.  Oh  yes,  I  think  it  could  be. 

Chairman  GLENN.  What  would  be  the  ratios  there,  or  how  much 
more  expensive? 

Mr.  Bowsher.  I  don't  know.  I  don't  have  a  number  there,  but  I 
think  RIFs  could  be  terribly  disruptive  to  any  organization.  We 
have  issued  reports  in  the  past  about  how  much  disruption  they  do 
and  how  little  savings  you  achieve. 

I  think  one  of  the  important  things,  again,  is  to  look  long  term 
here  with  a  plan.  I  have  committed  to  the  Appropriations  Commit- 
tee not  to  take  GAO  up  above  where  we  have  ended  up  here.  In 
other  words,  we  were  an  organization  of  somewhere  between  5,100 
and  5,200  for  many  years,  close  to  15  years.  We  are  now  down  to 
4,581,  and  we  will  not  go  above  4,500  now  in  the  next  few  years. 
We  are  going  to  manage  to  that  figure  in  all  our  thinking.  We  have 
reduced  some  offices.  So  that  is  the  kind  of  thinking  you  have  to 
put  into  this. 

One  of  the  great  problems  in  our  budgeting  in  government  is  a 
lot  of  people  always  hope  that  it  is  only  a  one-year  budget  problem 
that  we  can  all  survive  and  don't  have  to  do  any  re-engineering  and 
we  will  get  by  this  budget  crunch.  The  truth  of  the  matter  is  we 
are  now  in  a  period  of  time  where  we  have  to  bring  down  the  gov- 
ernment, we  have  to  get  a  smaller  government,  but  we  have  to  do 
it  right. 

I  think  some  of  the  techniques  like  early  outs  should  be  given  a 
lot  of  consideration,  and  if  at  all  possible,  avoiding  RIFs  would  be 
my  strong  recommendation. 
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Chairman  Glenn.  Let  me  come  back  to  a  couple  of  things  you 
covered  earlier  here.  You  suggested  a  chief  information  officer,  in 
addition  to  the  CFO.  I  am  not  sure  I  quite  understood  what  you 
were  driving  at. 

Mr.  Bowsher.  Yes.  The  CFO  is  the  person  that  is  worried  about 
the  accounting  and  the  financial  management  part,  in  other  words, 
the  accountability  issue,  in  any  agency.  That  is  like  the  comptroller 
in  the  private  sector  or  the  big  corporations. 

Now  you  need  a  CIO,  a  chief  information  officer,  who  is  working 
with  you  to  modernize  your  computer  systems  and  your  commu- 
nication systems  so  that  as  you  are  delivering  your  service  or  your 
product  or  your  program,  you  are  doing  it  with  modern  technology. 
They  are  much  more  in  the  mission  area. 

The  Appropriations  Committee  asked  us  some  years  ago  to  name 
a  top  person  at  GAO  in  charge  of  all  this  and  I  named  one  of  our 
top  people,  Kevin  Boland,  to  head  it  all  up  for  us.  So  his  job  is  quite 
different  from  your  CFO,  but  it  is  awfully  important  and  becoming 
more  and  more  important.  You  are  going  to  deliver  your  govern- 
ment programs  through  technology  and  you  are  going  to  have  to 
monitor  how  well  they  do  through  technology  in  the  future. 

Chairman  Glenn.  In  a  completely  different  area  here,  we  put  in 
locality  pay.  There  have  been  some  rumblings  that  perhaps  that  is 
flawed  and  needs  to  be  fixed.  Are  you  familiar  with  that,  or  have 
you  gotten  into  that  area? 

Mr.  Bowsher.  We  have  looked  at  it  a  little  bit.  Dick,  again  here 
on  my  right,  did  more  work  on  that,  and  maybe  he  could  respond. 
There  are  some  things  there  that  need  to  be  looked  at,  but  on  bal- 
ance, I  think  the  locality  pay  makes  a  lot  of  sense. 

Chairman  Glenn.  Do  you  want  to  comment  on  that,  Mr.  Fogel? 

Mr.  FOGEL.  I  think  that  is  basically  it.  There  may  be  some  ques- 
tions on  exactly  how  the  formula  works,  but  the  principles  that  are 
embedded  in  the  legislation  we  think  are  very  sound.  We  think  it 
is  important  to  let  it  go  forward  and  then  to  work  with  the  admin- 
istration in  looking  to  see  whether  there  might  be  some  adjust- 
ments that  could  be  made  in  the  formula. 

Chairman  Glenn.  NPR  singled  out  civil  service  reform  as  one  of 
its  three  top  priorities.  Do  you  see  it  as  having  that  same  impor- 
tance? 

Mr.  Fogel.  If  you  look  at  the  NPR  recommendations  on  civil 
service  reform  and  human  resource  management,  they  had  a  fair 
amount.  We  think  there  should  be  some  flexibility  to  authorize 
some  programs  for  looking  at  improving  individual  and  organiza- 
tional performance.  Some  of  it  gets  to  what  I  thought  Senator  Roth 
was  getting  to,  on  improving  ways  to  have  better  accountability.  So 
to  the  extent  we  can  look  at  some  of  the  experiences  in  the  private 
sector  to  see  how  they  could  be  applicable,  we  think  it  is  worth  tak- 
ing a  look  at  those  and  trying  some  different  experiments. 

Chairman  Glenn.  If  you  had  to  rate  how  we  are  doing  these 
days,  what  would  your  opinion  be?  We  talked  a  little  bit  about  this 
at  the  staff  level  this  morning  before  we  came  over  to  just  sort  of 
get  an  idea  of  how  we  are  doing  there.  Are  we  really  improving 
after  all  of  these  years?  We  have  talked  about  this  from  one  admin- 
istration to  another.  We  have  had  management  improvement 
projects  going  back  a  number  of  years.  I  remember  Joe  Wright  in 
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the  Reagan  administration,  a  second  deputy  director  for  OMB  for 
management  in  the  Bush  administration,  the  NPR  project  headed 
by  the  Vice  President.  These  are  all  efforts  to  get  to  the  same  basic 
problem  of  how  we  get  better  government  management,  more  effi- 
ciencies. 

Maybe  it  is  not  fair  to  set  one  administration  against  another  ex- 
actly, but  how  would  you  grade  the  different  administrations?  Are 
we  doing  better?  Are  we  about  even?  A  lot  of  the  things  we  have 
talked  about  here  as  potential  areas  of  improvement  this  morning 
are  things  we  have,  indeed,  talked  about  through  the  years,  going 
clear  back  to  before  I  was  Chairman  of  the  Committee.  We  have 
met  with  you  before  on  some  of  these  things  going  back,  what,  I 
guess  to  the  early  to  mid-1980s,  and  here  we  are  some  ten  years 
later  still  talking  about  are  we  going  to  have  better  efficiency,  bet- 
ter this,  better  that,  better  something. 

How  would  you  grade  each  of  these  efforts?  Would  you  compare 
them? 

Mr.  Bowsher.  Yes,  I  do  have  some  thoughts  on  this.  I  don't 
think  we  made  a  lot  of  progress  under  Reform  1988.  I  think  it  was 
kind  of  a  grandiose  plan,  but  I  don't  think  there  was  ever  much  to 
it.  So  even  though  I  was  a  Reagan  appointee  to  this  job,  I  didn't 
think  we  made  a  lot  of  progress  in  the  Reagan  administration.  I 
was  very  disappointed  during  the  Reagan  8  years  on  that. 

I  thought  that  Frank  Hodsoll,  when  he  came  into  OMB,  and 
OMB  Director  Darman,  was  very  shook  up  by  the  HUD  scandals 
and  our  first  financial  audits  on  that,  finally  started  to  put  some 
effort  into  the  program.  I  thought  we  made  a  little  progress  during 
the  4  years  of  the  Bush  administration,  and  this  Committee  played 
a  very  key  role,  like  getting  the  CFO  Act  passed. 

I  am  somewhat  encouraged  by  the  first  year  here  of  the  Clinton 
administration,  with  the  NPR  effort  and  the  efforts  that  they  seem 
to  want  to  put  forth.  The  attitude  has  changed  a  good  deal,  I  think, 
in  the  agencies. 

A  lot  of  it  still  is  in  the  future,  as  I  opened  up  with  my  remarks 
today  that  we  have  to  implement  this  successfully,  and  that  is 
much  harder  than  writing  a  report.  But  I  think  that  we  are  really 
seeing  some  progress  now.  We  are  seeing  some  interest  in  the 
whole  area,  and  that  is  awfully  important.  If  you  don't  have  the 
White  House  or  somebody  very  senior  in  an  administration  that 
wants  to  push  forward  on  some  of  these  areas — it  was  like  when 
David  Stockman  was  at  OMB.  He  was  just  interested  in  cutting  the 
budgets  in  certain  places  but  not  much  in  management. 

We  have  a  much  better  atmosphere  today  and  I  think  we  have 
efforts  going  forward.  I  would  hope  they  are  done  well.  I  would 
hope  that  in  three  or  4  years,  we  can  report  quite  a  few  successes 
to  you. 

Chairman  Glenn.  I  hope  so,  too,  and  I  hope  that  we  are  not  a 
stumbling  block  here  on  Capitol  Hill,  and  I  don't  say  that  lightly. 
Every  time  you  try  and  make  a  major  change,  which  they  are  try- 
ing to  do,  you  run  into  an  entrenched  constituency  here  that 
doesn't  want  to  see  a  change  in  that  area.  They  have  their  friends. 

Mr.  Bowsher.  That  is  right.  That  is  very  important,  Mr.  Chair- 
man, because  to  really  get  real  change,  to  really  reinvent  govern- 
ment, it  is  going  to  take  a  real  working  relationship  between  the 
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administration  and  Congress.  It  could  easily  be  stopped  by  people 
here  in  the  Congress. 

Chairman  Glenn.  I  think  it  could,  too,  so  I  am  very  concerned 
about  that  also. 

Mr.  Bowsher,  thank  you.  We  have  a  jillion  questions  and  we 
could  continue  on  in  more  detail  all  day  here.  It  is  noon.  I  think 
we  have  hit  the  major  high  points,  at  least.  Your  entire  testimony, 
of  course,  will  be  included  in  the  record  on  this.  In  leafing  through 
it,  you  have  a  lot  of  specifics  in  there  and  we  are  going  to  want 
to  get  back  to  you  on  a  lot  of  those  things,  ask  questions  about  it. 

I  may  cull  out  a  number  of  those  things.  I  was  thinking  a  little 
while  ago  here  about  going  through  and  culling  out  a  lot  of  those 
areas  and  sending  a  letter  to  the  President  and  Mr.  Panetta.  We 
will  ask  him  some  of  the  things  next  week  about  specifically  what 
they  are  doing  in  these  areas. 

Most  of  these  areas  are  not  brand  new.  Most  of  them  are  problem 
areas.  Now  we  have  a  new  team,  as  you  say.  I  happen  to  know 
some  of  the  people  that  came  out  of  some  of  our  Senate  Committees 
here  on  the  Hill.  I  know  them  very  well  and  worked  with  them  on 
the  Armed  Services  Committee.  They  are  now  in  key  positions  over 
in  the  Pentagon  to  try  and  do  something  about  this.  They  are  very 
committed  to  doing  that,  and  they  certainly  know  the  ins  and  outs 
of  some  of  the  budgeting  problems.  They  have  been  here,  they 
worked  on  them  for  years,  they  know  where  the  problems  are,  and 
they  are  really  into  them.  So  I  hope  that  we  can  cooperate  with 
them  and  really  make  some  progress  in  this  area  here. 

It  is  certainly  long  overdue.  If  there  are  any  other  areas,  I  don't 
think  the  CFO  Act  and  the  IG  Act,  the  Inspectors  General  Act,  are 
not  necessarily  the  end  of  legislation  that  may  be  needed  to  do 
something  about  this.  Maybe  we  need  to  alter  those  if  we  find  out 
they  can  be  more  effective  by  making  some  changes. 

If  you,  in  the  wisdom  of  you  and  your  people,  think  that  we  could 
make  some  changes  to  the  CFO  Act  that  would  make  it  better,  to 
the  IG  Act  to  make  it  better,  or  if  we  need  new  legislation  or  to 
combine  them  into  something  else,  I  don't  think  we  have  reached 
the  end  of  our  approach  to  this  thing.  We  may  need  to  do  some- 
thing like  that,  and  we  would  rely  very  heavily  on  your  advice  in 
those  areas  because  you  and  your  people  are  the  experts  that  are 
out  there  looking  at  all  these  things  in  government  for  us. 

Mr.  Bowsher.  We  will  be  pleased  to  work  with  you,  as  we  have 
in  the  past,  Mr.  Chairman.  I  think  passing  of  H.R.  3400,  the  finan- 
cial audits  and  some  of  that  legislation,  is  very  important.  On  any 
of  these  issues,  we  would  be  most  interested  in  supporting  you, 
working  with  you  and  your  Committee  staff. 

Chairman  Glenn.  And  if  you  and  your  people  run  into  anything 
you  think  is  particularly  applicable  in  areas  where  we  could  make 
improvements,  don't  wait  for  a  hearing  or  don't  wait  for  us  to  re- 
quest something.  Take  the  initiative  and  call  us  up  and  let  us  talk 
it  over  and  see  where  we  go  with  it. 

Mr.  Bowsher.  We  would  be  pleased  to  do  that. 

[The  prepared  statement  of  Mr.  Bowsher  follows:] 
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Prepared  Statement  of  Charles  A.  Bowsher 

Mr.  Chairman  and  Members  of  the  Committee: 

It  is  a  pleasure  to  appear  before  you  today  to  discuss  progress  being  made  in  ad- 
dressing management  challenges  facing  our  national  government.  Over  the  years, 
I  have  discussed  with  you  the  breadth  and  seriousness  of  the  management  problems 
undermining  the  effectiveness  and  credibility  of  our  government  institutions.  This 
Committee  has  responded  by  taking  an  active  leadership  role  and  providing  a  much 
needed  legislative  framework  for  reforming  government  management  practices. 

I  am  pleased  to  report  today  that  the  many  years  of  hard  work  by  this  Committee 
are  now  paying  important  dividends.  I  am  very  encouraged  by  the  present  emphasis 
on  working  toward  a  smaller,  more  efficient  government  which  stresses  accountabil- 
ity and  managing  for  results.  During  this  past  year,  we  have  seen  important  move- 
ment in  this  direction  by  the  Congress  and  the  administration. 

This  Committee's  leadership  has  been  an  essential  catalyst  in  continuing  to  pro- 
mote effective  implementation  of  the  Chief  Financial  Officers  (CFO)  Act  of  1990  and 
in  passing  the  Government  Performance  and  Results  Act  (GPRA)  of  1993.  Moreover, 
the  administration,  under  the  Vice  President's  direction,  deserves  much  credit  for 
undertaking  a  major  National  Performance  Review  (NPR),  aimed  at  making  govern- 
ment work  hetter  and  cost  less.  Additionally,  a  commendable  step  was  taken  to  slow 
the  growth  of  our  burgeoning  budget  deficit  through  enactment  of  the  1993  Rec- 
onciliation Act. 

Although  1993  showed  promising  activity,  much  hard  work  remains  to  turn  pro- 
posals for  management  improvement  into  meaningful,  lasting  results.  The  Federal 
Government  is  still  far  from  having  the  most  basic  management  foundation  in  place 
to  ensure  accountability  and  effective  implementation  of  broader  reforms.  These 
goals  will  only  be  achieved  through  sustained,  committed  leadership  of  the  executive 
branch  and  the  continued  involvement  of  the  Congress. 

The  ultimate  determinant  in  improving  government  management  rests  with  the 
President  and  his  leadership  team.  The  Congress,  and  this  Committee  in  particular, 
however,  must  continue  their  efforts  to  provide  the  necessary  framework  to  encour- 
age and  guide  real  improvements.  In  this  regard,  I  urge  this  Committee  to  act  on 
legislative  proposals  that  will  enable  even  greater  strides  in  improving  government 
management  and  accountability.  I  believe  these  top  priorities  to  be — 

(1)  completing  the  comprehensive  foundation  for  financial  management  reform  the 
Committee  established  in  the  CFO  Act  by  expanding  its  provisions  for  audited  fi- 
nancial statements  and 

(2)  strengthening  existing  legislation  to  provide  an  improved  framework  for  man- 
aging information  technology  so  that  agencies  produce  the  kind  of  systems  and  busi- 
ness processes  needed  to  effectively  support  programs. 

In  addition,  I  suggest  that  the  Committee 

(1)  continue  to  focus  attention  on  high-risk  programs  especially  vulnerable  to 
waste  and  mismanagement, 

(2)  lay  the  groundwork  to  effectively  implement  the  Government  Performance  and 
Results  Act,  and 

(3)  consider  National  Performance  Review  recommendations  and  address  the  need 
for  implementation  strategies. 

All  of  these  difficult  reforms  must  be  addressed  against  the  backdrop  of  continued 
budgetary  pressures  and  the  realities  of  moving  to  a  smaller,  more  efficient  govern- 
ment. This  environment  underscores  the  need  for  strong  leadership  and  effective  ex- 
ecutive-legislative branch  partnerships. 

ENABLING  BETTER  MANAGEMENT  THROUGH  AUDITED  FINANCIAL  STATEMENTS 

A  top  priority  is  continuing  the  reforms  to  ensure  basic  accountability  and  produce 
the  facts  needed  to  run  our  government  effectively.  As  discussed  in  our  1988  and 
1992  transition  reports  on  financial  management,  unless  we  achieve  success  here, 
our  leaders  will  continue  to  be  crippled  in  their  ability  to  control  costs,  evaluate  per- 
formance, or  adequately  implement  calls  for  broader  management  improvements. 

The  CFO  Act,  sponsored  by  this  Committee,  provides  the  blueprint  for  essential 
financial  management  reform.  Since  its  enactment  in  late  1990,  we  have  seen 
progress  in  directly  confronting  serious  financial  management  weaknesses.  The  act's 
requirement  for  producing  annual  audited  financial  statements,  in  particular,  is 
demonstrating  its  value  in  several  important  ways. 

First,  a  much  clearer  picture  is  emerging  of  the  governments  true  financial  condi- 
tion. On  the  revenue  side,  our  financial  audits  of  the  Internal  Revenue  Service  (IRS) 
and  the  U.S.  Customs  Service  concluded  that  there  is  little  assurance  that  the  gov- 
ernment is  collecting  all  the  money  it  is  due,  or  accurately  accounting  for  the  esti- 
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mated  $1.1  trillion  it  does  receive.  For  example,  as  I  testified  before  this  Committee 
last  summer  on  the  results  of  our  IRS  and  Customs  financial  audits: 

•  IRS's  books  showed  that  the  government  was  owed  $110  billion  in  delinquent 
taxes  and  would  collect  about  $30  billion  of  this  amount.  Our  audit  disclosed 
that  only  about  $65  billion  was  owed  and,  of  that  amount,  IRS  could  expect  to 
collect  only  about  $19  billion. 

•  The  Customs  Service  had  little  assurance  that  the  government  is  receiving  all 
the  duties  it  is  owed  because  of  poor  controls  over  inspections  and  its  over  reli- 
ance on  voluntary  reporting  by  brokers  and  importers.  Weak  controls  increase 
the  potential  for  lost  revenue  and  heighten  opportunities  for  drugs  and  contra- 
band to  be  illegally  entered  into  the  United  States.  As  a  result,  the  Customs 
Service  is  now  reassessing  its  compliance  and  collection  strategies. 

•  Because  of  accounting  weaknesses,  IRS  cannot  specifically  determine  the 
amount  of  tax  revenues  that  should  be  accrued  to  the  excise  tax  trust  funds. 
Consequently,  general  fund  tax  dollars  subsidize  these  funds  and  give 
decisionmakers  the  impression  that  excise  taxes  are  generating  more  revenue 
than  they  actually  do.  Over  the  past  several  years,  subsidies  may  have  totalled 
several  billion  dollars. 

Financial  statement  audits  have  also  provided  a  much  more  realistic  portrayal  of 
the  costs  the  government  can  expect  to  incur  as  a  result  of  its  activities.  The  audits 
have  highlighted  billions  of  dollars  in  liabilities  and  potential  losses  to  the  govern- 
ment. Some  examples  follow. 

•  An  estimated  $190  billion  of  liabilities  for  veterans'  compensation  and  pension 
benefits  were  highlighted. 

•  Liabilities  estimated  at  $122  billion  were  identified  for  Federal  employee  post- 
retirement  health  benefits. 

•  Unfunded  liabilities  of  over  $14  billion  were  uncovered  for  the  Federal  Employ- 
ees' Workman's  Compensation  Act  program. 

•  An  estimated  $18  billion  in  potential  future  liabilities  associated  with  hazardous 
waste  disposal  and  cleanup  at  Army  installations  were  disclosed. 

•  Increasingly  greater  projected  losses  were  uncovered  at  the  Federal  Housing  Ad- 
ministration, with  the  1992  financial  audit  reporting  an  estimated  $15  billion 
loss. 

•  About  $13.7  billion  in  liabilities  for  loan  defaults  and  interest  subsidies  were 
identified  for  the  Department  of  Education's  guaranteed  student  loan  program 
as  of  the  end  of  fiscal  year  1992.  These  liabilities  related  to  about  $63  billion 
in  outstanding  guaranteed  student  loans. 

This  is  the  kind  of  information  needed  to  make  critical  decisions  on  budgeting, 
tax  policies,  and  the  overall  direction  of  government  programs.  Moreover,  as  mem- 
bers of  this  Committee  can  fully  appreciate,  after  making  wrenching  budgetary  deci- 
sions to  curb  the  growth  of  the  deficit,  it  is  disheartening  to  find  such  efforts  under- 
mined by  unwelcome  surprises  of  huge  hidden  costs.  Tough  budget  decisions  will 
continue  to  be  even  harder  without  better,  more  complete  information  on  the  costs 
and  consequences  of  government  programs  and  activities. 

Next,  in  addition  to  shedding  light  on  the  government's  fiscal  posture,  audited  fi- 
nancial statements  have  brought  much  needed  discipline  in  pinpointing  waste,  mis- 
management, and  possible  illegal  acts  and  in  highlighting  the  gaps  in  safeguarding 
the  government's  assets.  For  example: 

•  People  no  longer  serving  in  the  Army  were,  nevertheless,  paid  over  $6  million 
because  their  names  were  not  removed  from  active  duty  payroll  files. 

•  IRS  did  not  adequately  control  access  to  its  computerized  taxpayer  data  to  en- 
sure that  data  were  adequately  protected  from  unauthorized  change  or  disclo- 
sure. A  consequence  of  this  weakness  was  documented  in  an  internal  IRS  audit 
which  reported  that  some  employees  had  used  their  access  to  monitor  their  own 
fraudulent  tax  returns  and  inappropriately  browse  taxpayer  accounts. 

•  The  Department  of  Defense  (DOD)  failed  to  match  its  disbursements  with  obli- 
gations, resulting  in  substantial  risk  that  fraudulent  or  erroneous  payments 
may  have  occurred  without  detection  and  that  total  disbursements  may  be  ex- 
ceeding legal  limits.  According  to  DOD  officials,  Defense's  total  unmatched  dis- 
bursements exceed  $41  billion. 

•  Many  opportunities  existed  at  Customs  for  seized  weapons,  currency,  and  illegal 
drugs,  such  as  cocaine  and  heroin,  to  be  stolen  or  misappropriated  without  de- 
tection. 
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Third,  CFO  Act  financial  audits  have  identified  actual  and  potential  savings  of 
hundreds  of  millions  of  dollars.  For  instance: 

•  Customs  revamped  its  debt  collection  efforts,  resulting  in  the  reported  collection 
of  over  $31  million  of  severely  delinquent  debt.  This  more  proactive  collection 
approach  has  the  potential  for  garnering  hundreds  of  millions  of  dollars  in  addi- 
tional collections. 

•  DOD  identified  over  $204  million  in  potential  savings  from  duplicate  invoices, 
duplicate  payments,  and  avoided  interest. 

Finally,  the  financial  audits  are  also  confirming  just  how  little  confidence  the  Con- 
gress and  program  managers  can  place  in  the  information  they  now  receive.  We 
have  identified  hundreds  of  billions  of  dollars  of  accounting  errors — mistakes  and 
omissions  that  can  render  information  provided  to  managers  and  the  Congress  vir- 
tually useless.  This  situation  could  be  much  improved  if  more  discipline  were  ap- 
plied in  following  existing  policies  and  procedures. 

This  view  was  echoed  by  the  CFO  and  inspector  general  (IG)  communities.  In 
commenting  on  the  results  of  the  CFO  Act  financial  audits  to  this  Committee,  agen- 
cy CFOs  and  IGs  reported  that  the  process  of  preparing  and  auditing  financial 
statements  brings  much  needed  rigor  to  accounting  and  financial  reporting  and 
highlights  where  the  real  problems  are.  They  also  expressed  their  view  that  the  full 
benefits  are  yet  to  be  achieved. 

Expanding  the  Requirement  for  Audited  Financial  Statements 

One  way  to  achieve  additional  benefits  is  to  expand  the  requirement  for  audited 
financial  statements  uniformly  throughout  the  government.  The  benefits  so  far  have 
come  from  auditing  only  about  60  percent  of  the  government's  budget  authority  and 
relatively  few  agencies  on  an  overall  basis.  For  example,  none  of  the  Department 
of  Energy's  funds  provided  to  its  integrated  contractors  are  subject  to  the  CFO  Act's 
requirement  to  prepare  annual  audited  financial  statements.  These  contractors  ac- 
count for  over  60  percent  of  Energy's  annual  obligations.  Likewise,  at  the  Depart- 
ment of  Justice,  nearly  90  percent  of  its  budget  authority  is  not  subject  to  the  re- 
quirement for  audited  financial  statements. 

Under  the  current  CFO  Act,  annual  audited  financial  statements  are  only  re- 
quired for  revolving  and  trust  funds  and  commercial  operations.  In  addition,  the  act 
established  a  pilot  program  to  test  the  viability  of  preparing  and  auditing  financial 
statements  for  the  entire  operations  of  10  major  organizations.  These  pilots  encom- 
passed a  range  of  government  activities  from  the  Army  and  Air  Force  to  revenue 
collection  agencies — IRS  and  Customs — to  cabinet  departments  such  as  the  Depart- 
ments of  Housing  and  Urban  Development  (HUD),  Labor,  Agriculture,  and  Veterans 
Affairs. 

These  pilots  have  been  tremendously  successful.  Many  benefits  we  have  high- 
lighted today  and  in  previous  testimonies  before  this  Committee  have  been  gen- 
erated from  the  pilot  program.  The  Director  of  the  Office  of  Management  and  Budg- 
et (OMB)  agrees  with  this  assessment  and  reported  to  the  Congress  last  November 
that  the  pilot  program  has  been  successful. 

Accordingly,  the  OMB  Director  has  called  for  the  expansion  of  the  audited  finan- 
cial statement  requirement  to  cover  the  entire  operations  of  all  23  CFO  Act  depart- 
ments and  agencies.  Further,  the  NPR  and  its  companion  legislative  package,  H.R. 
3400,  seek  a  similar  expansion  of  the  CFO  Act  audit  requirement.  The  IRS  Commis- 
sioner expressed  support  for  this  concept  last  August  in  testimony  before  this  Com- 
mittee. She  stated  the  following: 

"First  and  foremost,  based  on  our  experience  with  the  recent  GAO  audit, 
we  believe  that  all  government  agencies  should  prepare  annual  financial 
statements  and  have  them  audited.  Our  experience  has  been  that  the  bene- 
fits of  systematically  identifying  problems  and  measuring  progress  are  truly 
significant.  In  addition,  as  I  have  stated  earlier,  the  real  value  of  audited 
financial  statements  is  the  comprehensive  view  they  provide  of  the  financial 
management  issues  that  confront  the  IRS  in  effectively  and  efficiently  run- 
ning our  operations." 
Moreover,  implementation  of  uniform  requirements  for  audited  financial  state- 
ments has  been  a  cornerstone  of  management  improvement  efforts  of  State  and  local 
governments  and  some  other  countries.  State  and  local  governments  have  found 
that  mandated  annual  audited  financial  statements  are  an  important  catalyst  for 
achieving  financial  management  improvements  and  for  producing  quality  informa- 
tion to  assist  decisionmaking,  provide  basic  accountability,  and  track  progress.  Gov- 
ernments in  other  countries,  who  have  undergone  reinvention  initiatives,  used  this 
same  model  and  made  audited  financial  statements  an  essential  part  of  the  manage- 
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ment  process.  Similarly,  the  success  of  current  U.S.  management  reform  initiatives, 
such  as  GPRA,  will  rest  heavily  upon  having  audited  financial  data. 

We  urge  the  Congress  to  enact  legislation  to  amend  the  CFO  Act  to  require  au- 
dited financial  statements  on  an  annual  basis  for  all  23  CFO  Act  departments  and 
agencies.  We  believe  it  would  be  best  for  this  requirement  to  be  anchored  in  legisla- 
tion. While  administrative  requirements  to  prepare  annual  financial  statements  go 
back  to  the  1950s,  the  legal  force  of  the  CFO  Act,  together  with  the  interest  of  this 
Committee,  is  what  finally  moved  this  effort  ahead. 

To  further  assist  congressional  deliberations,  we  are  preparing  a  status  report  on 
implementation  of  the  CFO  Act.  This  report  will  contain  more  detailed  information 
on  progress  made  by  agencies  in  implementing  the  requirements  of  the  act.  We  look 
forward  to  working  with  the  Committee  in  the  near  future  as  it  considers  amending 
the  CFO  Act. 

Mandating  an  Annual  Governmentwide  Financial  Report 

In  addition  to  a  permanent  requirement  for  agency-level  financial  statements,  we 
believe  there  is  a  need  for  a  governmentwide  financial  report.  The  time  has  come 
for  an  audited  governmentwide  financial  report  that  would  provide  the  Congress 
and  the  American  public  with  a  complete  picture  of  where  its  government  stands 
financially. 

This  is  another  area  where  we  and  the  administration  are  in  agreement.  The  NPR 
calls  for  a  consolidated  annual  report  on  the  finances  of  the  Federal  Government 
and  established  1997  as  the  first  year  to  have  these  statements  audited.  NPR  also 
calls  for  the  Department  of  the  Treasury  to  prepare  a  simplified  version  of  the  con- 
solidated statements — referred  to  as  the  "Annual  Accountability  Report  to  the  Citi- 
zens"— for  distribution  to  the  public  so  that  they  receive  an  accounting  of  the  monies 
spent  and  its  effects  on  achieving  goals. 

These  annual  reports,  which  GAO,  in  concert  with  the  IGs,  would  audit  each  year, 
would  provide  needed  information  to  the  Congress  and  the  executive  branch  in  as- 
sessing the  government's  financial  status.  It  is  most  important  that  these  reports 
be  developed  in  a  manner  to  assure  that  they  are  useful  and  relevant  to  the  Con- 
gress and  the  executive  branch  and  understandable  by  the  public.  Among  the  ques- 
tions that  could  be  answered  by  these  reports  would  be  whether  the  government's 
financial  position  improved  or  deteriorated  over  the  period  and  whether  future 
budgetary  resources  are  likely  to  be  sufficient  to  sustain  public  services  and  meet 
future  obligations  as  they  come  due. 

We  look  forward  to  working  with  the  Committee  as  it  considers  the  proposal.  This 
action  is  critical  to  once  and  for  all  provide  the  proper  overall  financial  perspective 
to  the  Congress  and  the  American  public.  Moreover,  it  is  essential  to  rebuilding  pub- 
lic confidence  that  the  Federal  Government  can  be  accountable. 

PROVIDING  A  STRENGTHENED  APPROACH  FOR  MANAGING  INFORMATION  TECHNOLOGY 

In  addition  to  ensuring  financial  accountability,  a  critical  priority  is  improving  the 
Federal  Government's  ability  to  take  advantage  of  today's  technology.  This  tech- 
nology offers  unprecedented  opportunities  to  improve  the  delivery  of  government 
services  and  reduce  program  costs.  Moreover,  using  it  well  is  central  to  enhancing 
the  quality  and  accessibility  of  information  available  to  Federal  managers  and  the 
public. 

Unfortunately,  the  Federal  Government  has  not  been  able  to  take  full  advantage 
off  these  opportunities.  The  result  is  wasted  resources,  a  frustrated  public  unable 
to  get  quality  service,  and  a  government  ill-prepared  to  measure  and  manage  its  af- 
fairs in  an  acceptable,  businesslike  manner.  Despite  an  estimated  $200  billion  in- 
vested in  information  management  and  systems  in  the  last  10  years,  there  is  too 
little  evidence  of  meaningful  returns. 

Our  transition  reports  in  1988  and  1992  underscored  how  agencies  lack  critical 
information  needed  to  analyze  programmatic  issues,  control  costs,  and  measure  re- 
sults. Furthermore,  information  systems  projects  frequently  were  developed  late, 
failed  to  work  as  planned,  and  cost  millions — even  hundreds  of  millions — more  than 
expected.  In  an  environment  of  shrinking  resources  and  with  the  demand  for  service 
improvement,  the  government  can  ill  afford  to  continue  spending  such  large 
amounts  of  money  with  so  few  results. 

There  must  be  fundamental  changes  in  approach,  or  the  vast  potential  for  reduc- 
ing costs  and  improving  service  quality  through  information  technology  investments 
will  not  be  fully  realized.  Let  me  point  to  a  few  examples  to  illustrate  the  criticality 
of  information  management  to  reigning  in  costs  and  improving  programs  and  serv- 
ice— ranging  from  providing  a  more  efficient  national  defense  to  improving  major  do- 
mestic agency  functions,  such  as  revenue  collection: 
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•  Our  reviews  of  the  Defense  Business  Operations  Fund — an  $85  billion  annual 
operation — show  that  DOD  does  not  have  the  policies,  procedures,  and  financial 
systems  in  place  to  properly  operate  and  manage  the  fund  activities.  The  finan- 
cial systems  do  not  even  provide  the  information  needed  to  accurately  price 
goods  sold  to  the  military  services.  As  a  result,  the  fund  will  be  unable  to 
achieve  the  objectives  for  which  it  was  established,  and  the  credibility  of  a  con- 
structive and  innovative  concept  has  been  damaged. 

•  Our  reviews  of  the  DOD  Corporate  Information  Management  (CIM)  strategic 
program — designed  to  improve  Defense's  business  operations  in  certain  func- 
tional areas — have  shown  that  the  Department  is  not  following  the  most  com- 
monly accepted  models  or  approaches  for  implementing  management  improve- 
ment initiatives.  DOD's  CIM  program  is  focusing  on  improving  automated  sys- 
tems rather  than  on  supporting  the  reengineering  of  business  functions.  Fur- 
ther, there  is  little  integration  of  the  business  and  technical  needs  across  the 
agency,  making  it  difficult  to  achieve  effective  and  efficient  results  Defense- 
wide. 

These  problems  can  only  be  corrected  with  increased  involvement  and  commit- 
ment from  senior  management.  Without  this  commitment,  DOD  invites  unnec- 
essary risk  and  may  not  achieve  the  projected  $36  billion  in  savings  attributed 
to  the  CIM  program.  DOD  has  made  progress,  however,  in  reengineering  one 
important  functional  area  outside  CIM,  supply  distribution.  Here  responsible 
senior  program  managers  are  directing  the  reengineering  effort.  Our  best  prac- 
tices work  in  this  area  is  a  major  influence  in  the  Department's  current  supply 
distribution  reengineering  initiatives. 

•  IRS'  $23  billion  Tax  Systems  Modernization  program,  designed  to  deliver  tech- 
nical support  to  the  agency's  business  vision  of  fast,  accurate,  virtually 
paperless,  and  less  costly  tax  processing,  needs  continuing  attention  to  ensure 
that  sufficient  technical  leadership,  skills,  and  experience  are  available  in  man- 
aging this  highly  complex  systems  integration  effort. 

There  are  two  underlying  reasons  behind  the  government's  problems  in  harness- 
ing information  technology.  First  and  foremost,  Federal  agencies — once  leaders  in 
using  information  technology — have  not  kept  pace  with  the  evolution  of  manage- 
ment practices  necessary  to  control  and  apply  expensive,  risky,  and  constantly 
changing  technology.  Our  ongoing  study  of  best  practices  applied  by  leading  private 
and  public  organizations  indicates  that  the  Federal  Government  lags  behind  in  ap- 
plying proven,  contemporary  management  solutions. 

Second,  the  need  to  embrace  modern  information  management  practices  occurs 
against  a  backdrop  of  an  inadequate  basic  management  infrastructure  throughout 
the  government.  Our  studies  consistently  chronicle  the  lack  of  basic  business  plan- 
ning, inadequate  skills,  and  poorly  institutionalized  management  processes — limit- 
ing the  government's  ability  to  consistently  improve  its  performance  over  time. 
Overcoming  these  persistent,  long-standing  problems  will  require  both  dramatic  ef- 
forts by  agencies  to  institute  new  management  practices  as  well  as  systemic  im- 
provements in  legislation  that  will  reinforce  the  foundation  for  long-term  success. 

Agency  senior  leadership — with  the  strong  encouragement  of  OMB — needs  to  give 
this  area  top  priority  attention.  They  must  move  quickly  to  apply  proven  manage- 
ment fundamentals  to  reengineer  agency  operations  and  reduce  the  risks  of  using 
complex  information  technology.  While  agencies  consistently  underestimate  this  crit- 
ical issue,  billions  of  dollars — an  estimated  $25  billion  in  fiscal  year  1993 — is  spent 
on  information  technology  without  receiving  an  adequate  return  on  our  investment. 
In  the  meantime,  confidence  in  the  government's  ability  to  become  more  responsive 
and  efficient  has  eroded. 

This  Committee  can  make  an  important  contribution  to  support  agency  efforts  by 
strengthening  the  current  legislative  foundation  to  encourage  adoption  of  modern  in- 
formation management  practices — similar  to  what  it  has  done  with  financial  man- 
agement under  the  CFO  Act  and  through  the  GPRA  which  is  intended  to  move  the 
government  toward  results-oriented  management.  Presently,  the  Paperwork  Reduc- 
tion Act  provides  the  primary  legislative  framework  for  managing  information  tech- 
nology. In  the  13  years  since  its  passage,  rapid  changes  in  information  technology 
have  occurred  which  demand  new  approaches.  We  strongly  encourage  the  Congress 
to  refine  and  amend  the  act  to 

•  establish  chief  information  officers  at  each  agency  to  (1)  work  with  agency  sen- 
ior management  to  define  strategic  information  management  priorities  and  (2) 
support  program  officials  and  the  CFO  in  defining  information  needs  and  devel- 
oping strategies,  systems,  and  capabilities  to  meet  those  needs; 
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•  require  agencies  to  implement  sound  strategic  information  management  prac- 
tices to  ensure  that  information  technology  investments  effectively  support 
agency  missions,  such  as  making  sure  that  information  technology  investments 
are  driven  by  effective  business  plans  and  that  effective  controls  over  technology 
investments  are  in  place; 

•  establish  a  chief  information  officer  within  OMB  who  can  guide  the  development 
of  governmentwide  plans  and  identify  effective  ways  to  better  support  informa- 
tion management  within  agencies;  and 

•  emphasize  that  information  management  is  an  integral  part  of  government's 
overall  management  responsibility  and  ensure  that  senior  agency  officials  and 
program  managers  are  responsible  and  accountable  for  information  manage- 
ment decisions  used  to  achieve  mission  objectives. 

This  Committee's  leadership  in  the  information  technology  area  is  vital  to  the  fu- 
ture of  our  government.  We  are  committed  to  continuing  to  assist  you  in  any  of  your 
legislative  initiatives.  Moreover,  to  support  both  senior  agency  management  and  this 
Committee  in  updating  information  management  practices,  we  are  preparing  a  re- 
port on  the  fundamentals  applied  by  leading  organizations  that  have  produced  dem- 
onstrated performance  improvements  through  the  effective  use  of  information  tech- 
nology. 

Focusing  Attention  on  High-Risk  Areas 

The  financial  and  information  management  legislative  reforms  I  have  discussed 
also  will  help  bolster  ongoing  efforts  to  fix  high-risk  problems  shown  to  be  especially 
vulnerable  to  waste  and  mismanagement.  Our  work  continues  to  show  that  the 
high-risk  areas  are  plagued  by  the  lack  of  financial  information  needed  to  effectively 
manage  programs  and  by  long-standing  systems  and  personnel  weaknesses  that 
hamper  program  operations. 

Since  early  1990,  we  have  carried  out  a  special  effort  to  review  and  report  on  se- 
lected high-risk  areas.  The  support  of  this  Committee  has  been  important  in  helping 
to  strengthen  Federal  programs  through  this  effort.  The  hearings  this  Committee 
has  held  on  specific  high-risk  areas,  as  well  as  those  held  by  other  congressional 
committees,  have  been  most  helpful  in  focusing  needed  attention  on  the  part  of 
members  and  agency  management  on  actions  needed  to  correct  these  serious  prob- 
lems. 

As  you  know,  in  December  1992,  we  issued  a  series  of  reports  on  each  of  the  areas 
within  our  high-risk  program,  we  plan  to  provide  you  and  the  next  incoming  Con- 
gress with  a  major  update  on  our  program  early  next  year.  Meanwhile,  to  assist  in 
this  year's  congressional  oversight  efforts,  we  are  providing  you  today,  as  an  attach- 
ment to  my  statement,  a  brief  description  of  the  areas  in  our  program. 

Our  program  now  covers  18  areas — the  17  we  testified  on  before  you  last  January, 
and  HUD,  which  we  have  recently  added  to  the  list.  While  efforts  to  address  the 
numerous  and  severe  problems  impacting  program  management  and  delivery  are 
ongoing  at  HUD,  billions  continue  to  be  at  risk  because  of  long-standing  organiza- 
tional, systems,  and  staffing  problems.  We  believe  HUD  warrants  the  special  focus 
that  comes  with  the  high-risk  designation. 

Varied  Progress  in  Fixing  High-Risk  Problems 

Our  work  has  clearly  demonstrated  that  significant  improvements  in  high-risk 
areas  can  occur  if  proper  emphasis  is  placed  on  identifying  and  correcting  the  root 
causes  of  problems.  We  have  seen  noteworthy  improvements  in  several  high-risk 
areas.  For  example: 

•  Bank  Insurance  Fund.  The  Bank  Insurance  Fund's  condition  has  improved  from 
a  $7  billion  deficit  at  the  end  of  1991  to  a  $10.5  billion  positive  balance  as  of 
September  30,  1993.  In  addition  to  the  salutary  effects  of  banking  legislation 
that  incorporated  reforms  we  recommended,  an  extended  period  of  low  interest 
rates  enabled  banks  to  record  substantial  profits,  and  a  number  of  bank  failures 
were  averted.  While  substantial  progress  has  been  made  in  rebuilding  the 
fund's  reserves  through  increased  premiums  and  reduced  losses,  some  lingering 
safety  and  soundness  issues  remain.  Most  importantly,  effective  implementation 
of  certain  Federal  Deposit  Insurance  Corporation  Improvement  Act  of  1991  re- 
forms and  improved  examination  practices  still  need  to  be  addressed  by  the  ad- 
ministration to  help  ensure  the  long-term  health  and  stability  of  our  Nation's 
banking  and  deposit  insurance  system. 

•  Pension  Benefit  Guaranty  Corporation  (PBGC).  Recent  initiatives  at  PBGC  have 
had  a  number  of  positive  results,  including  improvements  to  PBGC's  liability 
measurement  and  internal  controls.  Importantly,  these  actions  also  enabled 
GAO,  which  for  years  had  been  unable  to  audit  PBGC's  financial  statements  be- 
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cause  of  the  poor  condition  of  its  financial  management  systems  and  internal 
controls,  to  audit  the  corporation's  balance  sheet  for  fiscal  year  1992.  Our  audit 
work  has  helped  increase  the  understanding  of  the  governments  significant  and 
increasing  financial  exposure,  thereby  enabling  discussion  of  possible  legislative 
remedies.  Nevertheless,  financial  systems  and  internal  control  problems  remain, 
and  PBGC  has  to  deal  with  a  deficit  that  was  $2.7  billion  at  the  end  of  fiscal 
year  1992  in  its  Single  Employer  Insurance  Fund  and  a  huge  financial  exposure 
from  underfunded  insured  private  sector  pension  plans. 

•  Department  of  Education  Guaranteed  Student  Loan  Program.  Because  of  inad- 
equate recordkeeping,  until  recently,  we  had  never  been  able  to  complete  an 
audit  of  the  financial  statements  of  this  program,  which  has  guaranteed  over 
$100  billion  in  student  loans.  In  addition  to  identifying  an  estimated  $3  billion 
shortfall  in  Education's  budgetary  estimates  of  program  costs  for  fiscal  years 
1992  and  1993,  the  financial  audit  resulted  in  a  number  of  important  benefits, 
including 

•  helping  to  identify  the  large  liabilities  associated  with  the  weakly  controlled 
guaranteed  loan  program, 

•  highlighting  the  problems  that  need  to  be  addressed  for  the  administration 
to  realize  the  potential  savings  anticipated  by  moving  to  direct  loans,  and 

•  making  financial  management  improvements  and  CFO  Act  implementation  a 
departmentwide  high  priority. 

At  the  other  end  of  the  spectrum  are  those  areas  where  progress  is  not  yet  as 
visible.  In  some,  actions  have  been  taken  but  agencies  are  just  beginning  to  tackle 
the  specific  root  causes  of  the  high  risk  problems.  For  example: 

•  Defense  Inventory  Management.  DOD  has  wasted  billions  of  dollars  on  excess 
supplies  and  burdened  itself  with  the  need  to  maintain  them.  It  has  been  esti- 
mated that  $39  billion  of  the  reported  $80  billion  inventory  on  hand  as  of  Sep- 
tember 1992  will  not  be  used  during  the  next  2  years  and  some  may  never  be 
used.  Further,  force  restructuring  is  likely  to  cause  more  stocks  to  be  placed  in 
these  categories. 

While  DOD  has  begun  attempts  to  address  its  inventory  management  prob- 
lems, the  military  services  continue  to  develop  related  systems  independently, 
and  plans  to  link  those  systems  have  net  been  fully  developed.  The  Defense  Lo- 
gistics Agency,  though,  has  begun  conducting  pilot  programs  to  demonstrate  the 
applicability  of  commercial  practices  and  to  tailor  changes  required. 

Improvements  to  the  inventory  requirements  determination  process,  more  ex- 
tensive use  of  commercial  inventory  management  practices,  and  greatly  im- 
proved financial  management  and  changes  in  DOD's  management  culture  are 
needed  for  further  reductions  in  DOD's  inventory  and  budget  requirements. 
Also,  more  leadership  is  needed  by  DOD  in  order  to  achieve  meaningful 
progress  in  this  area. 

•  Energy's  Contract  Management.  The  Department  of  Energy  obligates  about  $19 
billion  annually  for  contracts.  However,  the  Department's  "least  interference" 
contracting  approach,  which  goes  back  decades,  has  given  contractors  excessive 
latitude,  increased  the  government's  financial  risk,  and  restricted  the  Depart- 
ment's ability  to  control  costs.  This  led,  for  example,  to  a  situation  where  the 
government  actually  has  to  reimburse  contractors  for  assets  stolen  by  contrac- 
tors' own  employees  and  for  fines  that  contractors  incurred  by  violating  environ- 
mental laws. 

Working  to  change  its  culture  of  least  interference,  Energy  has  begun  to  in- 
clude more  standard  provisions  in  its  contracts  to  protect  the  government,  as 
other  agencies  now  have  in  place.  But,  until  Energy  remedies  its  excessive  reli- 
ance on  cost-reimbursable  contracts,  devotes  more  attention  to  costs,  and 
strengthens  its  contract  administration,  such  as  requiring  audited  financial 
statements,  reforms  will  achieve  only  marginal  success. 

Contract  management  will  be  even  more  important  in  the  future  as  Energy 
faces  a  huge  price  tag  for  nuclear  cleanup  costs.  It  is  now  estimated  that  it  will 
cost  at  least  $160  billion  to  clean  up  Energy's  legacy  of  40  years  of  environ- 
mental abuse  at  its  nuclear  weapons  complex.  Furthermore,  billions  of  dollars 
more  will  be  needed  to  reconfigure  the  aging  complex  once  Energy  decides  how 
and  where  future  weapons  materials  can  best  be  produced. 

•  Medicare  Claims.  While  soaring  Medicare  expenditures — $146  billion  in  fiscal 
year  1993  with  an  expected  increase  to  $242  billion  by  1998— underscore  the 
need  to  manage  the  program  judiciously,  the  government  continues  to  pay  little 
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attention  to  activities  for  protecting  program  funds.  Various  reasons,  including 
the  availability  of  funding,  have  adversely  impacted  the  Health  Care  Financing 
Administration's  (HCFA)  ability  to  detect  improper  payments  or  exercise  effec- 
tive contractor  oversight.  As  a  result,  the  government  continues  to  lose  opportu- 
nities to  save  billions  in  Medicare  payments.  HCFA  needs  to  exercise  stronger 
leadership  in  managing  the  Medicare  program,  improve  contractor  oversight, 
and  reduce  improper  payments. 

•  Federal  Transit  Administration  (FTA)  Grant  Management.  Serious  shortcomings 
in  FTA's  oversight  of  grantees  have  allowed  waste,  abuse,  and  mismanagement 
in  its  over  $30  billion  in  active  grants.  FTA  was  initially  unwilling  to  recognize 
the  pervasive  problems  in  its  grant  oversight.  In  1992,  it  reversed  its  stance, 
developed  a  meaningful  action  plan,  and  committed  itself  to  fully  implementing 
most  of  our  previous  recommendations.  Unfortunately,  in  the  past  year,  there 
has  been  an  indication  that  FTA's  commitment  to  correct  known  problems  has 
lost  momentum.  FTA  leadership  needs  to  renew  and  then  act  on  a  commitment 
to  strengthen  its  grant  management. 

OMB's  Role 

While  agency  leaders  are  responsible  for  solving  high-risk  problems,  OMB  also 
can  play  a  key  role  by  providing  stimulus  and  support.  OMB  has  provided  leader- 
ship in  its  operation  of  a  governmentwide  high-risk  program,  which  began  at  about 
the  same  time  as  our  program.  OMB's  program,  which  entails  about  100  areas,  has 
helped  elevate  attention  on  problem  areas  within  most  agencies  and  has  resulted 
in  many  improvements. 

OMB  embarked  on  a  series  of  "SWAT"  management  reviews,  which  tackled  finite 
problems  affecting  agency  operations  and,  in  a  short  time  frame,  resulted  in  the 
identification  of  needed  corrective  actions.  For  example,  a  joint  OMB  and  Education 
SWAT  team  developed  a  plan  to  address  escalating  student  loan  defaults,  eliminate 
"shoddy"  schools  from  participating  in  the  program,  and  implement  organizational 
changes  to  improve  Education's  ability  to  manage  its  credit  programs.  However,  the 
SWAT  team  approach  is  no  longer  being  used.  We  think  this  approach  should  be 
given  reconsideration  as  one  interim  way  to  help  agencies  develop  implementation 
strategies  for  addressing  high-risk  areas.  In  the  long  run,  however,  a  sustained  ef- 
fort by  agency  leaders  is  the  key  factor  in  fixing  these  problems. 

Refining  Our  Early  Warning  System 

In  addition  to  fixing  known  high-risk  problems,  management  also  needs  to  have 
effective  ways  to  identify  emerging  vulnerabilities  early  and  focus  on  corrective 
measures  to  fix  problems  before  large  amounts  of  resources  are  wasted,  embarrass- 
ing events  occur,  or  program  operations  break  down.  The  Federal  Managers'  Finan- 
cial Integrity  Act  (FMFIA)  is  a  key  part  of  this  early  warning  system.  The  act  is 
built  on  the  important  concept  of  management  taking  responsibility  for  knowing 
about  agency  weaknesses  and  then  acting  decisively  to  correct  their  problems.  The 
act  also  provides  an  approach  for  reporting  to  the  Congress  on  what  those  problems 
are  and  on  efforts  to  correct  them  so  that  the  Congress  is  informed  and  top  agency 
management  is  held  accountable. 

But  two  key  problems  have  hampered  FMFIA's  effectiveness.  First,  agencies'  self- 
reporting  under  FMFIA  has  not  always  worked.  Last  year,  through  our  CFO  Act 
audits  and  financial  management  reviews,  we  reported  that  six  FMFIA  reports  did 
not  accurately  characterize  or  fully  disclose  management  weaknesses.  These  report- 
ing deficiencies  were  particularly  acute  at  DOD  and  National  Aeronautical  and 
Space  Administration  (NASA).  Their  reports  did  not  meet  the  intent  of  the  act,  with 
both  agencies  reporting  that  overall  they  had  reasonable  assurance  that  their  inter- 
nal controls  and  accounting  systems  met  the  act's  objectives,  despite  having  numer- 
ous serious  weaknesses  which  were  well  documented  as  highlighted  below. 

•  Despite  our  numerous  financial  audits  and  reports  detailing  long-standing  man- 
agement, internal  control,  and  accounting  system  deficiencies  that  weakened 
DOD's  ability  to  safeguard,  manage,  and  control  hundreds  of  billions  of  dollars 
in  resources  entrusted  to  it,  DOD  reported  that  its  internal  controls  and  finan- 
cial systems,  taken  as  a  whole,  provided  reasonable  assurance  that  the  objec- 
tives of  FMFIA  were  being  achieved. 

•  Similarly,  NASA  asserted  that,  except  for  material  weaknesses  and  material 
nonconformances  cited  in  its  report,  NASA's  internal  management  control  and 
financial  systems,  taken  as  a  whole,  provided  reasonable  assurance  that  the  ob- 
jectives of  FMFIA  had  been  achieved.  Just  2  months  earlier,  we  had  reported 
significant  financial  management  and  accounting  system  deficiencies  that  seri- 
ously weakened  NASA's  ability  to  safeguard,  manage,  and  control  its  $15  billion 
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in  budget  authority  for  fiscal  year  1992  and  over  $14  billion  in  contractor-held 
property.  The  NASA  Administrator  has  indicated  his  commitment  to  deal  with 
NASA's  serious  financial  management  problems. 

Second  agencies  have  been  largely  unsuccessful  in  fully  correcting  many  of  their 
deficiencies.  The  FMFIA  process  has  too  often  produced  a  blizzard  of  paperwork, 
with  agencies  emphasizing  process  over  results.  This  clearly  was  not  the  intent  of 
the  Congress  in  passing  the  FMFIA  legislation.  c^uta 

At  your  request,  we  are  considering  options  to  streamline  and  strengthen  t  Mb  iA 
to  make  it  more  effective.  OMB  is  also  deliberating  changes,  and  NPR  has  called 
for  simplified  and  consolidated  reporting.  We  will  soon  be  providing  the  Committee 
with  our  views  on  improvements  needed. 

USING  THE  GOVERNMENT  PERFORMANCE  AND  RESULTS  ACT  TO  CREATE  A  RESULTS 

ORIENTED  ENVIRONMENT 

Our  December  1992  transition  report  on  government  management  issues  and  the 
NPR  both  recommended  shifting  the  focus  of  Federal  management  and  accountabil- 
ity more  towards  program  results  and  outcomes,  with  correspondingly  less  emphasis 
on  inputs  and  rigid  adherence  to  rules.  The  GPRA,  which  was  enacted  last  summer 
with  strong  bipartisan  support,  incorporates  many  key  facets  of  results-oriented 
management,  and  thereby  provides  an  important  framework  that  can  be  used  to 
transform  the  way  the  Federal  Government  is  managed.  Full  implementation  of 
GPRA,  together  with  the  CFO  Act,  will  provide  congressional  and  other 
decisionmakers  with  critical  information  they  need  to  fully  assess  the  results  of  Fed- 
eral programs  and  to  establish  future  strategies.  4      # 

The  multi  year  pilots  called  for  under  GPRA  will  begin  this  year.  GAO  is  fully 
prepared  to  meet  the  audit  and  evaluation  responsibilities  assigned  to  us  under  the 
act.  To  facilitate  timely  analysis  and  decision-snaking  during  GPRA's  pilot  phase, 
we  plan  to  report  our  findings  and  recommendations  on  an  ongoing  basis  to  the  Con- 
gress and  the  heads  of  pilot  agencies  and  programs.  This  reporting  strategy  will  con- 
tribute to  enhanced  congressional  oversight  of  the  pilots  and  allow  pilot  agency  and 
program  managers  the  opportunity  to  make  necessary  adjustments  and  improve- 
ments during  the  pilot  phase. 

The  ultimate  success  of  GPRA  will  depend,  in  large  measure,  on  the  degree  ot  co- 
operation achieved  between  program  managers,  other  key  executive  branch  officials, 
and  the  Congress.  First  and  foremost,  the  Congress  and  the  executive  branch  must 
work  closely  to  reach  agreement  on  the  mission  and  objectives  of  programs.  Achiev- 
ing consensus  on  what  Federal  programs  are  really  trying  to  accomplish  is  an  abso- 
lutely critical,  but  often  difficult,  first  step. 

Once  consensus  on  expected  program  results  is  reached,  use  of  accurate,  timely, 
and  relevant  program  outcome  or  performance  information  in  the  appropriations, 
oversight,  and  other  key  decision-making  processes  is  vital.  For  example,  useful  pro- 
gram cost  information  needs  to  be  produced,  which  will  require  systems  and  ac- 
counting changes  and  auditing  to  ensure  the  reliability  of  the  data.  Consistent  per- 
formance information  not  only  enhances  individual  program  decision-making  but 
also  can  provide  a  basis  for  better  alignment  of  Federal  program  efforts  and  policy 
initiatives  that  cut  across  agencies,  such  as  law  enforcement  and  job  training  pro- 
grams. 

Finally,  the  Congress  and  the  agencies  must  work  to  ensure  that  program  man- 
agers, if  they  are  going  to  be  held  accountable  for  outcomes,  have  the  needed  au- 
thorities, tools,  and  flexibility.  Agencies'  efforts  under  the  CFO  Act,  GPRA,  and  NPR 
initiatives,  such  as  downsizing  and  internal  deregulation,  as  well  as  quality  man- 
agement, business  process  reengineering,  and  other  management  improvement  ini- 
tiatives, must  be  systematically  integrated.  These  integrated  initiatives  must  rep- 
resent a  coordinated  agenda  aimed  at  changing  agencies'  basic  cultures  from  those 
that  focus  on  inputs  and  process  to  those  that  focus  on  achieving  common  goals  and 
results. 

CONSIDERING  NPR  RECOMMENDATIONS  AND  ADDRESSING  THE  NEED  FOR 
IMPLEMENTATION  STRATEGIES 

The  NPR  represents  the  keystone  of  the  President's  management  reform  agenda. 
Under  its  overall  theme  of  "Creating  a  Government  That  Works  Better  and  Costs 
Less,"  the  NPR  report  emphasizes  four  key  principles— cutting  red  tape,  putting 
customers  first,  empowering  employees  to  get  results,  and  cutting  back  to  basics. 
The  report  contains  384  recommendations  covering  27  agencies  and  14  crosscutting 
issues,  such  as  budgeting,  financial  and  information  management,  and  management 
controls.  A  series  of  additional  reports  have  been  promised  by  the  NPR  to  provide 
more  details  regarding  its  recommendations. 
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Many  of  the  NPR  report's  themes  and  specific  recommendations  echo  those  this 
Committee  and  we  have  stressed  for  years.  They  also  are  consistent  with  quality 
management  principles  and  contemporary  management  thinking.  Accordingly,  many 
NPR  recommendations,  if  successfully  implemented,  can  make  important  contribu- 
tions in  addressing  the  government's  management  and  programmatic  problems. 

The  ultimate  success  of  the  NPR  effort,  however,  will  hinge  largely  on  the  detailed 
strategies  and  specific  actions  yet  to  be  developed  to  implement  its  recommenda- 
tions. In  many  cases,  the  NPR  recommendations  are  unclear  regarding  the  desired 
outcomes  or  how  the  desired  outcomes  are  to  be  achieved.  In  other  cases,  the  rec- 
ommendations assume  that  agencies  have  the  processes,  systems,  and  qualified  staff 
in  place  to  accept  additional  authority  and  responsibility.  Our  management  reviews 
of  a  number  of  large  Federal  agencies  have  shown  that  most  lack  the  fundamental 
underpinnings  needed  to  implement  the  NPR  report's  recommendations.  Specifi- 
cally, we  found  that  they  had  not  created  a  strategic  vision  of  their  futures,  lacked 
good  systems  to  collect  and  use  financial  and  program  information,  and  did  not  have 
the  skilled  staff  needed  to  accomplish  their  missions. 

Priority  attention  must  be  given  to  improving  agencies'  management  capacities  so 
that  they  can  accept  the  additional  authorities  implicit  in  the  HPR  philosophy  and 
be  held  accountable  for  achieving  results.  Building  agencies'  capacities  will  be  dif- 
ficult and  must  be  balanced  against  the  need  for  budget  constraint  and  personnel 
reductions.  Indiscriminate,  across-the-board  cuts  that  diminish  agencies'  capabilities 
to  manage  their  resources  more  productively  and  to  deliver  services  to  the  public 
should  be  avoided. 

For  example,  the  NPR  proposal  to  reduce  the  Federal  workforce  by  about  250,000, 
or  12  percent,  over  a  5-year  period  has  engendered  questions  concerning  the  ability 
of  some  agencies  to  accomplish  their  missions  with  reduced  staffing.  While  we  need 
to  move  to  a  smaller,  more  efficient  government,  I  would  strongly  counsel  against 
the  temptation  to  implement  it  through  mechanical  across-the-board  reductions. 
Across-the-board  cuts  are  blunt  instruments,  affecting  both  efficient  and  wasteful 
activities  alike.  This  is  another  telling  consequence  of  not  having  good  financial, 
cost,  and  programmatic  data.  Calls  for  across-the-board  reductions  often  are  made 
out  of  frustration  because  reliable  information  is  not  available  to  make  more  in- 
formed decisions. 

Instead,  the  movement  to  a  smaller,  more  efficient  government  should  be  man- 
aged carefully,  and  needed  budget  and  personnel  reductions  should  be  made  strate- 
gically and  rationally.  In  some  cases,  before  long-term  savings  can  be  achieved, 
agencies  will  need  to  make  the  needed  short-term  investments  to  modernize  their 
critical  management  systems  and  processes. 

Several  NPR  proposals  also  call  for  sweeping  changes  to  fundamental  processes 
such  as  the  government's  procurement  and  personnel  practices.  While  some  of  the 
proposals  may  be  controversial  and  need  to  be  carefully  weighed,  they,  nevertheless, 
offer  excellent  opportunities  for  serious  debate  and  deliberation. 

Clearly,  there  is  a  growing  consensus  that  we  need  to  change  the  way  the  Federal 
Government  is  managed.  This  situation  provides  an  excellent  opportunity  to  exam- 
ine alternative  management  approaches.  We  should  use  this  window  of  opportunity 
to  establish  a  series  of  pilot  demonstration  projects  to  test  some  of  the  new  ideas. 
The  pilot  approach  has  worked  well  in  the  CFO  Act  and  has  been  legislated  as  a 
prudent  way  to  implement  GPRA.  Pilots  provide  an  excellent  vehicle  for  testing  in- 
novative proposals  in  a  carefully  controlled  environment  before  requiring  govern- 
mentwide  implementation. 

One  area  of  experimentation  we  would  suggest  is  expanding  the  pilot  approach 
under  GPRA  to  develop  prototype  accountability  reports  that  combine  financial  in- 
formation from  CFO  Act  and  FMFIA  materials  with  outcome-based  programmatic 
information.  In  addition,  the  reinvention  labs  proposed  by  NPR  also  offer  a  good  ve- 
hicle to  study  new  ideas  and  phase  in  carefully  thought  out  improvements. 

Facing  the  Budget  Challenge  While  Achieving  Management  Reforms 

In  previous  appearances  before  this  Committee,  I  have  spoken  of  the  need  to  get 
the  deficit  under  control  and  ultimately  eliminate  it  as  a  drag  on  both  our  economy 
and  our  government.  The  deficit  not  only  harms  long-term  growth,  and  hence  the 
standard  of  living  for  our  grandchildren,  but  it  also  reduces  the  government's  flexi- 
bility to  respond  to  emerging  needs  and  make  necessary  investments  in  manage- 
ment improvements.  Our  1988  and  1992  transition  reports  on  budget  issues  under- 
scored the  need  for  action. 

Last  year,  the  Congress  and  the  President  took  a  major  step  forward  in  the  1993 
Reconciliation  Act.  This  legislation  imposed  tight  caps  on  discretionary  spending 
and  maintained  the  restraints  on  any  expansion  of  entitlement  programs.  The  budg- 
et caps  will  bring  discretionary  spending  $69  billion  below  the  baseline  over  5  years. 
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This  has  improved  the  deficit  outlook  since  the  time  of  our  1992  transition  series. 
At  that  time,  the  most  recent  estimates  showed  a  1997  deficit  of  nearly  $300  billion. 
September  1993  figures  bring  that  estimate  down  to  nearly  $200  billion,  and  current 
updated  Congressional  Budget  Office  figures  being  issued,  literally  as  I  speak,  are 
likely  to  be  even  lower. 

The  health  of  our  economy  has  a  major  impact  on  the  deficit.  Although  growth 
was  slower  than  expected  in  1992,  this  was  offset  by  lower-than-expected  interest 
rates.  The  economy  did  not  impede  deficit  reduction.  Recent  growth  gives  reason  for 
some  optimism  that  the  deficit  may  fall  more  in  the  next  few  years. 

Unfortunately,  even  with  this  optimism  and  the  significant  step  taken  last  year, 
if  no  further  action  is  taken,  the  deficit  will  once  again  resume  its  upward  path  after 
1998.  Health  care  costs  and  rising  Federal  interest  payments  will  continue  to  exert 
upward  pressure.  Over  the  next  few  years,  we  will  have  to  go  beyond  the  1993  Rec- 
onciliation Act.  Further  deficit  reduction  is  inevitable. 

How  we  go  about  reducing  the  deficit  is  important  to  future  prospects  for  the  U.S. 
economy  and  to  the  ability  of  the  Federal  Government  to  meet  its  internal  manage- 
ment challenges.  First,  any  effort  to  permanently  control  the  deficit  must  rein  in 
skyrocketing  health  care  costs.  This  means  addressing  the  system  as  a  whole — cut- 
ting only  the  Federal  health  programs  merely  shifts  costs  to  other  payers  without 
reducing  the  burden  on  the  economy. 

Second,  budget  choices  need  to  take  into  account  the  relatively  low  levels  of  in- 
vestment in  the  United  States.  Within  very  tight  budget  constraints,  there  is  a  need 
to  increase  the  share  of  Federal  resources  going  to  effective  investment  programs 
that  improve  the  Nation's  infrastructure,  enhance  the  Nation's  human  capital 
through  education  and  training,  and  promote  research  and  development  leading  to 
technological  advances. 

The  deficit  only  increases  the  importance  of  wise  investment  decisions.  We  must 
look  beyond  spending  totals  and  pay  careful  attention  to  the  composition  of  Federal 
spending.  In  this  way,  we  can  both  support  investment  for  the  long-term  future  of 
our  economy  and  improve  the  long-term  capacity  of  the  Federal  Government  to  meet 
its  responsibilities.  We  should  not  ignore  the  long-term  implications  of  short-term 
decisions. 

For  example,  in  our  recent  reports  on  both  NPR  and  the  Presidents  executive 
order  mandating  reductions  in  administrative  costs,  we  noted  that  defining  "admin- 
istrative" costs  as  distinct  from  program  costs  is  not  easy  and  can  lead  to  unin- 
tended results.  As  mentioned  earlier,  we  also  noted  the  potential  adverse  impact  of 
across-the-board  budget  or  personnel  reductions  which  do  not  distinguish  between 
the  varying  roles  or  capacities  of  agencies.  Although  hampered  by  the  lack  of  good 
data,  downsizing  needs  to  be  part  of  a  well-managed  effort  that  improves  the  ability 
of  agencies  to  achieve  their  missions  with  fewer  resources. 

SUSTAINING  STRONG  LEADERSHIP:  THE  KEY  TO  MEANINGFUL  MANAGEMENT  REFORM 

The  common  denominator  to  the  success  of  each  initiative  we  highlighted  today 
is  the  need  for  sustained,  high-level  commitment  and  leadership,  whether  it  be  im- 
plementing the  CFO  Act  and  GPRA,  reforming  information  management,  solving 
high-risk  problems,  or  addressing  the  wide  range  of  NPR  proposals.  Management 
improvement  must  be  a  priority  of  the  President  and  Vice  President,  and  their  per- 
sonal commitment  must  cascade  down  to  the  department  heads  for  meaningful 
progress  to  occur.  The  tempering  experiences  of  past  reform  attempts  consistently 
showed  the  lack  of  sustained  commitment  to  be  an  insurmountable  weakness.  These 
efforts,  which  began  with  a  flurry  of  activity,  typically  ended  with  little  change  in 
prevailing  practices. 

The  magnitude  of  the  challenge  to  reform  Federal  management  practices  also  re- 
quires that  political  and  top  career  officials  work  together  and  that  the  administra- 
tion involve  the  Congress  early  and  often,  in  developing  continuing  partnerships. 
This  is  necessary  because  many  problems  are  deeply  rooted,  long-standing,  and 
often  interrelated,  making  them  tough  to  solve.  There  also  will  be  difficult  invest- 
ment decisions  where  the  future  payoff  in  reduced  costs  and  increased  efficiency  and 
service  must  be  considered  carefully  in  responding  to  short-term  budgetary  pres- 
sures. 

The  involvement  of  the  Vice  President  in  leading  the  NPR  is  unique.  Also,  the 
recent  creation  of  the  President's  Management  Council  and  the  establishment  of 
Chief  Operating  Officers  in  the  agencies,  along  with  the  passage  of  the  GPRA  offer 
great  potential.  We  are  hopeful  that  these  actions  signal  the  administration's  inten- 
tion to  make  management  improvement  a  continuing  priority.  Many  of  the  NPR  rec- 
ommendations are  not  new  ideas,  but  for  some  reason  were  never  implemented  in 
the  past. 
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The  inability  to  sustain  priority  attention  and  the  lack  of  well-conceived  imple- 
mentation strategies  were  two  key  reasons  past  management  reforms  did  not  suc- 
ceed. In  this  context,  the  specific  studies  underlying  the  overall  NPR  report  are  still 
being  finalized,  and  detailed  strategies  for  managing  needed  reforms  are  in  the 
formative  stages.  Careful  attention  should  be  given  to  the  administration's  plans  to 
implement  specific  NPR  recommendations  as  they  unfold. 

The  role  or  OMB  and  its  capacity  to  carry  out  its  broad  management  mandate  also 
will  be  important  determinants  to  the  success  of  reform  efforts.  The  OMB  Deputy 
Director  for  Management  and  the  Controller  positions  established  by  the  CFO  Act, 
when  filled,  have  provided  an  impetus  for  change  and  have  brought  much  needed 
high  level  political  leadership  to  the  management  arena.  The  selection  of  a  new  Dep- 
uty Director  for  Management  will  be  very  important  and  one  barometer  of  the  ad- 
ministration's commitment  to  management. 

The  administration  also  urgently  needs  to  appoint  a  highly  qualified  Controller 
to  head  OMB's  Office  of  Federal  Financial  Management.  This  position,  since  its  cre- 
ation in  November  1990,  has  been  vacant  about  50  percent  of  the  time,  including 
the  past  7  months.  Without  a  strong  Controller,  we  are  concerned  that  implementa- 
tion of  the  CFO  Act  will  falter. 

We  have  been  encouraged  by  the  quality  of  the  current  appointments  to  many  of 
the  agency  CFO  positions.  However,  we  remain  concerned  that  several  of  the  16 
presidentially  appointed  CFO  positions  are  still  vacant.  Strong  CFO  leadership  is 
urgently  needed  to  deal  with  the  serious  personnel  and  system  weaknesses  that  are 
at  the  heart  of  the  government's  financial  management  problems. 

Top  leadership  involvement  also  is  critical  to  building  strong  partnerships  with 
the  Congress.  Such  partnerships  are  needed  to  craft  long-term,  coordinated  strate- 
gies for  carrying  out  legislative  reforms,  such  as  GPRA,  and  implementing  some  of 
the  sore  contentious  and  difficult  NPR  recommendations. 

THE  IMPORTANCE  OF  REGULAR  CONGRESSIONAL  OVERSIGHT 

The  thrust  of  certain  changes  being  contemplated  by  committees  reviewing  the  or- 
ganization of  the  Congress  could  help  facilitate  these  partnerships  by  allowing  more 
time  for  congressional  oversight  on  the  management  and  performance  of  Federal 
programs.  I  Delieve  congressional  committees  should  be  encouraged  to  hold  com- 
prehensive oversight  hearings  on  major  agencies  annually  or  perhaps  once  during 
each  Congress.  Such  hearings  could  use  the  agency  CFO's  annual  report,  the  agen- 
cy's audited  financial  statements,  and  annual  FNFIA  reports  on  the  adequacy  of 
their  internal  controls,  as  well  as  evaluation  and  investigative  work  performed  by 
GAO,  the  other  congressional  support  agencies,  and  the  inspectors  general.  Federal 
agencies  also  would  report  on  their  progress  against  specific  goals  and  provide  infor- 
mation on  the  kind  of  performance  measures  envisioned  in  the  GPRA. 

This  would  help  the  Congress  play  an  even  more  active  leadership  role  in  ensur- 
ing program  results  and  the  performance  of  agencies  in  handling  financial  matters, 
strengthening  information  systems,  correcting  high-risk  areas,  and  monitoring 
progress  in  implementing  GPRA,  NPR,  and  other  management  reforms. 


Mr.  Chairman,  this  concludes  my  statement.  We  are  at  a  critical  juncture  in  our 
national  government  as  we  address  the  need  for  real  management  reform  and  the 
clear  message  of  the  American  people  that  they  want  a  smaller,  more  responsive 
government.  I  view  the  environment  today  as  a  tremendous  opportunity  for  change 
and  look  forward  to  working  with  the  Committee  as  it  strives  for  a  better  managed 
government.  I  will  be  glad  to  answer  any  questions  that  you  or  other  members  of 
the  Committee  may  have  at  this  time. 

ATTACHMENT 

DESCRIPTION  OF  GAO'S  HIGH-RISK  AREAS 

Lending  and  Insuring  Issues 

Farmers  Home  Administration's  (FmHA)  Farm  Loan  Programs 

FmHA  has  made  billions  of  dollars  of  credit  available  to  the  Nation's  farmers  who 
cannot  get  help  elsewhere.  Of  the  agency's  $20.5  billion  in  outstanding  loans  as  of 
June  1992,  $7.6  billion,  or  about  37  percent,  was  held  by  delinquent  borrowers,  even 
after  FmHA  provided  almost  $8  billion  in  debt  relief  to  delinquent  borrowers  during 
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the  period  of  fiscal  year  1989  through  the  third  quarter  of  fiscal  year  1992.  FmHA 
often  fails  to  follow  its  own  standards  for  making  and  servicing  loans,  and  FmHA's 
loan  policies — some  of  which  are  congressionally  directed — do  not  adequately  protect 
the  taxpayers'  interests.  Losses  can  be  expected  to  continue  until  the  Congress  tells 
FmHA  to  better  balance  its  mission  of  assisting  financially  troubled  farmers  with 
its  obligation  to  provide  that  assistance  in  a  fiscally  responsible  manner.  While  some 
corrective  actions  have  been  initiated,  such  as  providing  field  office  lending  officials 
with  credit  and  financial  analysis  training,  neither  the  Congress  nor  the  Secretary 
of  Agriculture  have  addressed  fundamental  problems  involving  FmHA's  lax  loan  and 
servicing  policies. 

Student  Financial  Aid 

During  1993,  over  7  million  students  received  $27  billion  in  grants  and  loans  for 
postsecondary  education  from  the  Department  of  Education,  including  $18  billion  in 
guaranteed  student  loans  and  $6  billion  in  Pell  Grants.  The  large  number  of  banks, 
State  agencies,  and  schools  participating  in  these  programs,  coupled  with  (1)  Fed- 
eral financial  and  management  information  systems  which  do  not  adequately  pro- 
tect the  government's  financial  interest  and  (2)  little  or  none  of  the  financial  risk 
being  shared  by  non-Federal  participants,  creates  the  potential  for  significant  abuse 
and  losses.  Defaults  during  1993  on  guaranteed  student  loans  exceeded  $2.5  billion 
and  outstanding  guaranteed  student  loans  exceeded  $70  billion. 

Department  of  Education  administrative  practices  have  resulted  in  inadequate 
oversight  of  program  participants,  erroneous  payments,  and  lost  revenue.  High  loan 
default  rates,  abuses  by  proprietary  schools,  and  additional  stress  on  the  Depart- 
ment's systems  related  to  the  phasing  in  of  direct  lending,  highlight  the  need  for 
strengthened  program  management  and  control  systems.  While  we  believe  that  the 
guaranteed  student  loan  program  remains  high  risk,  we  want  to  acknowledge  that 
Education  is  making  financial  management  a  departmental  priority  and  has  efforts 
underway  to  reduce  financial  management  and  control  vulnerabilities. 

Bank  Insurance  Fund  (BIF) 

Unprecedented  numbers  of  bank  failures  and  the  likelihood  of  additional  failures 
resulted  in  the  Fund's  reported  insolvency  at  December  31,  1991.  Weak  internal 
controls,  flawed  corporate  governance  systems,  flexible  accounting  rules,  and  lax 
regulatory  supervision  put  the  Fund  at  risk  and  further  contributed  to  the  problem 
by  making  any  early  warning  of  problems  less  likely.  The  Federal  Deposit  Insurance 
Corporation  Improvement  Act  of  1991  contained  provisions  for  rebuilding  the  Fund 
and  accounting,  corporate  governance,  and  regulatory  reforms  designed  to  correct 
weaknesses  in  the  deposit  insurance  system. 

Since  passage  of  the  act,  the  industry's  condition  has  improved  significantly  as  an 
extended  period  of  low  interest  rates  enabled  banks  to  earn  record  profits  and  recog- 
nize losses  in  their  asset  portfolios.  Fund  reserves  increased  from  a  $7  billion  deficit 
at  year-end  1991  to  a  $10.5  billion  positive  balance  at  September  30,  1993.  FDIC's 
July  1993  projections  show  that  the  Fund  will  achieve  its  designated  ratio  of  re- 
serves to  insured  deposits  in  1998  assuming  continued  improvement  in  the  banking 
industry's  condition.  Based  on  current  industry  trends,  the  Fund  may  achieve  the 
designated  ratio  sooner.  Despite  this  progress,  a  number  of  safety  and  soundness 
issues  such  as  effective  implementation  of  certain  Federal  Deposit  Insurance  Cor- 
poration Improvement  Act  of  1991  reforms  and  improved  examination  practices  still 
need  to  be  addressed  to  ensure  the  long  term  health  and  stability  of  the  Nation's 
banking  and  deposit  insurance  system. 

Resolution  Trust  Corporation  (RTC) 

The  RTC  Completion  Act,  enacted  in  1993,  provided  an  additional  $18.3  billion 
of  funding  for  RTC  to  resolve  the  failed  thrifts  it  has  already  taken  control  of  and 
those  that  fail  before  July  1,  1995  and  moved  RTC's  termination  date  up  1  year  to 
December  31,  1995.  RTC  still  has  about  $70  billion  in  assets,  most  of  which  will  be 
difficult  to  sell.  The  potential  for  these  assets  to  be  sold  at  bargain  basement  prices 
will  continue  to  make  this  area  highly  susceptible  to  fraud,  waste,  and  abuse.  RTC 
will  face  several  challenges  during  this  final  phase  of  operation.  First,  it  must  en- 
sure that  past  contracting  and  sales  problems  are  corrected.  Second,  it  must  imple- 
ment a  series  of  legislated  management  reforms  directed  toward  strengthening  and 
improving  RTC  operations  in  such  areas  as  information  systems,  legal  contracting 
and  oversight,-  minority  and  women-owned  business  opportunities,  and  audit  follow- 
up,  implementation,  and  oversight.  Finally,  it  must  plan  for  and  begin  the  transfer 
to  the  Federal  Deposit  Insurance  Corporation  of  responsibility  for  failed  thrifts  while 
ensuring  that  its  own  operations  continue  to  pursue  legislatively  mandated  goals. 

Pension  Benefit  Guaranty  Corporation  (PBGC) 
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PBGC  insures  the  benefits  of  private  defined  benefit  pension  plan  participants. 
PBGC  will  pay  the  guaranteed  portion  of  participants'  monthly  pensions  if  the  plan 
terminates  without  being  fully  funded.  PBGC's  Single  Employer  Insurance  Fund 
had  a  $2.7  billion  deficit  as  of  the  end  of  fiscal  year  1992.  While  the  government 
could  be  liable  for  such  deficits,  the  even  bigger  risk  to  the  government  is  its  expo- 
sure to  $53  billion  in  underfunded  liabilities  associated  with  covered  plans;  about 
$14  billion  of  which  relate  to  financially  troubled  companies.  If  several  companies 
with  large,  underfunded  pensions  went  into  bankruptcy,  PBGC  might  have  to  use 
its  existing  assets  to  pay  these  additional  guaranteed  benefits,  and  this,  in  turn, 
could  require  an  infusion  of  general  revenue  financing  in  order  for  PBGC  to  con- 
tinue to  meet  its  obligations. 

This  risk  would  be  reduced  if  underfunded  plans  improved  their  funding  levels. 
However,  current  funding  rules  and  proposed  legislation  may  not  provide  assurances 
that  companies  will  achieve  the  goal  of  full  funding  of  all  insured  plan  liabilities. 
Without  full  funding,  PBGC  and  the  taxpayers  will  continue  to  be  exposed  to  this 
risk. 

Medicare  Claims 

Medicare's  soaring  expenditures — $146  billion  in  fiscal  year  1993,  and  expected  to 
increase  to  $242  billion  by  1998 — underscore  the  need  for  the  government  to  manage 
the  program  judiciously.  But  the  government  pays  little  attention  to  the  activities 
to  protect  Medicare  benefit  dollars  and  is  losing  opportunities  to  save  billions  in 
Medicare  payments.  Funding  for  Medicare  internal  controls  has  declined  consist- 
ently since  1989  and  each  year  this  reduction  has  adversely  affected  the  program's 
ability  to  detect  and  avoid  paying  inappropriate  or  erroneous  claims.  Moreover, 
HCFA  has  not  provided  effective  oversight  of  the  contractors  it  uses  to  administer 
Medicare  and  safeguard  program  funds.  HCFA  has  little  information  on  fundamen- 
tals; such  as  the  computerized  edits  and  payment  criteria  used  by  contractors. 

Department  of  Housing  and  Urban  Development  (HUD) 

HUD  is  one  of  the  Nation's  largest  financial  institutions,  insuring  and  guarantee- 
ing $400  billion  of  loans  for  single  and  multifamily  units  and  spending  about  $25 
billion  a  year  on  housing  and  community  development  assistance.  HUD  has  had  a 
history  of  fundamental  management  and  organization  problems  that  put  billions  of 
these  dollars  at  risk:  an  organizational  structure  that  blurs  accountability;  inad- 
equate information  and  financial  management  systems  which  makes  it  much  more 
difficult  to  establish  adequate  internal  controls;  and  staff  without  the  skills  needed 
to  effectively  manage  programs. 

Our  strategy  will  be  to  initially  focus  on  single  family  and  multi  family  HUD-held 
mortgages  and  property  disposition  (about  $13.8  billion  in  assets).  We  also  will  focus 
on  HUD  funding  (about  $6  billion  annually)  which  supports  Public  Housing  Agen- 
cies/Authorities whose  inventories  are  estimated  at  around  $70  billion.  HUD  expects 
multifamily  loan  defaults  and  property  inventories  to  grow  because  of  regional  eco- 
nomic downturns,  poor  underwriting  in  the  past,  insufficient  monitoring,  lack  of 
staff  and  financial  resources,  and  legislative  impediments.  In  addition,  single  family 
HUD-held  mortgages  and  property  disposition  inventories  have  increased  dramati- 
cally in  recent  years.  Public  housing  programs,  are  at  risk  because  of  deteriorating 
housing  stock,  high  vacancy  rates,  weak  internal  controls,  and  ineffective  manage- 
ment. HUD's  reinvention  efforts  which  include  consolidating  regional  and  field  of- 
fices are  expected  to  increase  accountability  by  giving  headquarters  staff  control 
over  field  resources.  In  addition,  HUD  has  begun  to  develop  integrated  financial 
management  and  information  systems  but  implementation  is  years  away. 

CONTRACTING  ISSUES 

Department  of  Energy  Contract  Management 

Energy  relies  extensively  on  contractors  to  manage  and  operate  the  Nation's  nu- 
clear weapons  complex  and  national  laboratory  network.  In  fiscal  year  1992,  Energy 
obligated  about  $19  billion  to  35  multinational  firms  and  academic  organizations. 
Historically,  Energy's  contractors  have  operated  largely  without  oversight  or  finan- 
cial risk,  and  this  has  placed  the  government's  multibillion  dollar  annual  invest- 
ment in  contractors'  services  at  risk.  Energy  lacks  the  necessary  staff  expertise  and 
information  systems  to  monitor  contractors,  and  its  contracts  provide  few  incentives 
for  cost-effective  contractor  operations. 

Energy  recently  formed  a  task  force  to  draft  proposed  reforms  to  its  contract  man- 
agement policies.  However,  until  the  Department  remedies  its  excessive  reliance  on 
cost-reimbursable  contracts,  devotes  sore  attention  to  contract  costs,  and  strength- 
ens contract  administration,  reform  efforts  will  not  get  beyond  marginal  success. 
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Superfund  Program  Management 

The  Congress  has  authorized  $15  billion  through  fiscal  year  1994  for  the 
Superfund  program,  but  estimates  of  complete  cleanup  costs  are  much  higher.  At 
the  end  of  fiscal  year  1993,  the  Environmental  Protection  Agency  (EPA)  had  obli- 
gated about  $12  billion,  but  completed  cleanup  of  only  218  of  1,320  sites.  EPA  has 
wasted  Federal  resources  by  not  ensuring  that  parties  responsible  for  cleaning  up 
sites  paid  their  fair  share.  The  agency  has  also  not  effectively  managed  the  cleanup 
contractors  that  spend  a  large  portion  of  Superfund  monies,  although  it  has  taken 
some  actions  to  improve  contract  management.  In  addition,  EPA  lacks  the  informa- 
tion needed  to  rank  comparative  risks  of  environmental  problems — it  can't  be  sure 
that  it  is  spending  money  on  the  most  important  areas.  EPA  recognizes  the  impor- 
tance of  risk-based  funding  decisions  and  is  taking  steps  to  move  in  that  direction, 
but  full  implementation  is  a  long  way  off.  For  example,  EPA  reviewed  how  its  fiscal 
year  1994  budget  addressed  environmental  problems  of  varying  risks.  However,  only 
limited  changes  could  be  made  because  of  information  limitations  and  statutory  con- 
straints. 

Defense  Weapon  Systems  Acquisition 

Despite  defense  budget  reductions,  DOD  still  spends  about  $85  billion  annually 
on  weapons  systems.  Historically,  DOD's  weapon  acquisitions  cost  more  than  esti- 
mated, take  longer  to  field  than  planned,  and/or  do  not  fully  meet  performance  re- 
quirements. These  problems  have  persisted  over  the  years  despite  numerous  studies 
and  reform  efforts. 

The  collapse  of  the  Soviet  Union  coupled  with  large  reductions  in  defense  spend- 
ing have  introduced  additional  acquisition  issues.  The  threat-based  justification  for 
many  weapons  has  been  reduced  or  eliminated  and  replaced  by  socio-economic  and 
industrial  Dase  concerns  associated  with  delaying  or  terminating  major  programs. 
Cutbacks  will  also  require  DOD  to  rely  more  on  commercial  products  and  practices 
to  reduce  costs  and  assure  an  adequate  defense  industrial  capability. 

GAO  believes  that  needed  acquisition  reforms  require  fundamental  change.  Such 
changes  must  address  DOD's  acquisition  culture,  including  parochial  interests  and 
incentives  that  encourage  behaviors  that  are  not  in  the  best  interest  of  DOD  or  the 
taxpayer. 

Defense  Contract  Pricing 

Inadequate  government  controls  also  have  resulted  in  large  excess  payments  to 
contractors.  For  example,  during  a  recent  6-month  period,  contractors  returned  $751 
million  to  the  government.  Most  of  the  returns  appear  to  have  resulted  from  over- 
payments, and  were  primarily  detected  by  the  contractors. 

Further,  despite  laws  and  regulations  to  protect  the  government,  significant  unal- 
lowable and  questionable  costs  continue  to  find  their  way  into  contractor  overhead 
submissions.  During  fiscal  years  1991-93,  DOD  auditors  questioned  about  $3  billion 
in  contractor  charges. 

While  efforts  are  underway  to  streamline  the  acquisition  process,  such  reforms 
can  only  be  sustained  by  ensuring  the  integrity  and  fairness  or  the  procurement  and 
contracting  processes  and  properly  protecting  the  government's  and  the  taxpayers' 
interests. 

NASA  Contract  Management 

NASA  spends  about  90  percent  of  its  funds  each  year  on  contracts — more  than 
$13  billion  in  1993.  Because  of  serious  contract  management  problems,  which  the 
agency  has  recognized,  NASA  cannot  reasonably  ensure  that  these  contract  funds 
are  being  properly  used  and  accounted  for.  In  some  cases,  inadequate  contractor 
oversight  has  contributed  to  cost  increases,  schedule  delays,  and  performance  prob- 
lems with  space  equipment.  NASA's  difficulties  in  contract  management  stem  most- 
ly from  three  major  problems.  First,  the  agency  has  assumed  an  unrealistically  high 
level  of  funding.  When  actual  funding  levels  came  in  under  what  was  planned  for, 
NASA  has  had  to  adjust  the  content  and  pace  of  work  under  contract.  Second,  some 
field  centers  do  not  fully  comply  with  NASA  contract  management  requirements. 
Third,  NASA  cannot  effectively  oversee  its  contractors  in  part  because  of  inadequate 
accounting  and  property  management  systems. 

ACCOUNTABILITY  ISSUES 

Defense  Inventory  Management 

As  of  September  1992,  DOD  had  inventories  of  spare  and  repair  parts,  clothing, 
medical  supplies,  and  other  support  items  valued  at  about  $80  billion,  and  it  has 
been  estimated  that  $39  billion  of  this  inventory  was  not  needed  to  support  DOD's 
operational  forces.  Poor  management  practices  relating  to  requirements  determina- 
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tion,  procurement,  distribution,  repair,  control,  and  disposal  have  contributed  to 
DOD  continuously  purchasing  items  greatly  exceeding  its  operational  and  war  re- 
serve needs.  More  extensive  use  of  commercial  practices  and  changes  in  financial 
management  and  DOD's  inventory  culture  are  needed. 

Internal  Revenue  Service  Receivables 

No  meaningful  improvement  has  been  made  by  IRS  to  permit  routine  and  accu- 
rate reporting  of  what  is  owed  and  collectible  from  its  accounts  receivable  and,  thus, 
no  reliable  assessment  can  be  made  of  its  collection  efforts.  In  addition,  while  IRS 
has  piloted  some  efforts  to  expedite  collections,  like  offers  in  compromise,  its  decen- 
tralized collection  process  blurs  lines  of  accountability  and  generally  continues  to  be 
lengthy,  antiquated,  rigid,  and  inefficient,  which  in  part  is  evidenced  by  its  contin- 
ued flat  performance  in  amounts  collected  from  year  to  year.  IRS  has  not  developed 
a  plan  for  correcting  its  accounts  receivable  database — often  referred  to  as  the 
"masterfile" — to  enable  it  to  readily  identify  what  are  valid  amounts  owed.  This, 
along  with  internal  control  and  program  weaknesses  noted,  limit  IRS'  ability  to  de- 
termine the  effectiveness  of  its  collection  activities  and  devise  a  better  strategy  for 
collecting  receivables,  including  optimal  allocation  of  staffing.  It  also  results  in  inac- 
curate routine  reporting  of  its  accounts  receivable  during  the  year  to  the  Congress 
and  others  and  shows  that  IRS'  management  of  its  accounts  receivable  continues  to 
need  top  priority  attention. 

Management  of  Seized  and  Forfeited  Assets 

The  government's  seized  and  forfeited  assets  program,  with  an  estimated  $1.9  bil- 
lion of  seized  inventory  in  1992,  has  historically  experienced  mismanagement,  weak 
leadership  and  oversight,  poor  internal  controls,  inefficient  operations,  wasted  re- 
sources and  lost  revenues,  and  unreliable  program  information.  Responsibility  for 
the  program  rests  with  the  Department  of  Justice  and  the  Department  of  the  Treas- 
ury. 

Work  we  performed  between  1986  and  1992  confirmed  the  existence  of  such  seri- 
ous problems.  Although  some  management  and  systems  changes  have  improved  pro- 
gram operations,  our  audit  of  the  U.S.  Customs  Service's  fiscal  year  1992  financial 
statements,  its  first  under  the  CFO  Act,  revealed  inadequate  safeguards  over,  and 
incomplete  and  inaccurate  accounting  and  reporting  of  seized  property.  While  Cus- 
toms has  devoted  considerable  attention  to  its  seized  property  program  activities, 
and  policies  and  procedures  have  now  been  put  in  place  to  help  ensure  proper  ac- 
countability and  stewardship,  these  requirements  have  not  always  been  met.  As  a 
result,  millions  of  dollars  of  cash,  luxury  items  and  tons  of  illegal  drugs  have  been 
vulnerable  to  theft  and  misappropriation. 

Managing  the  Customs  Service 

The  U.S.  Customs  Service  needs  to  address  several  programmatic  and  financial 
management  problems.  Our  work  indicates  that  Customs  financial  management  sys- 
tems do  not  provide  accurate  and  reliable  information  to  adequately  (1)  control  its 
financial  resources  and  (2)  report  on  its  financial  operations.  In  addition,  over  time, 
interrelated  weaknesses  in  mission  planning,  organizational  structure,  performance 
measurement,  financial  management,  information  management  and  human  re- 
sources management  have  diminished  Customs'  capability  to  detect  trade  violations 
in  imported  cargo  and  to  collect  applicable  duties,  taxes,  fees,  and  penalties. 

In  response  to  our  September  1992  general  management  report,  Customs  em- 
barked on  an  effort  to  improve  mission  planning,  develop  an  effective  trade  enforce- 
ment strategy,  create  new  performance  measures,  and  revitalize  its  organizational 
structure.  Also,  Customs  officials  are  currently  seeking  solutions  to  correct  the  agen- 
cy's financial  management  problems  identified  during  our  general  management  re- 
view and  financial  statement  audit  of  Customs.  While  these  efforts  are  in  the  early 
stages,  Customs  seems  to  be  moving  in  the  right  direction.  But,  it  will  take  a  signifi- 
cant and  sustained  commitment  by  its  top  management  to  resolve  the  problems. 

Management  of  Overseas  Real  Property 

The  State  Department  is  responsible  for  managing  about  10,000  properties  over- 
seas, 1,750  of  which  are  government-owned  at  a  value  of  $10  billion.  State  has  esti- 
mated the  backlog  of  maintenance  on  these  government-owned  properties  to  be 
about  $350  million.  This  program  has  been  historically  plagued  by  lax  oversight,  in- 
adequate information  systems,  poor  planning  and  mismanagement.  Corrective  ac- 
tions over  the  years  have  been  minimal,  but  recently  State  has  begun  to  show  a 
commitment  to  address  these  issues,  and  has  initiated  some  important  management 
reforms,  particularly  in  the  maintenance  area.  Sustained  commitment  to  these  re- 
forms is  needed  to  correct  the  chronic  management  weaknesses. 
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Federal  Transit  Administration  Grant  Management  (formerly  UMTA) 

The  Federal  Transit  Administration  (FTA)  currently  manages  over  4,000  active 
grants  with  a  value  of  over  $30  billion  and  awards  over  $3  billion  in  new  grants 
each  year.  FTA  has  had  serious  shortcomings  in  oversight  of  grantees,  allowing 
waste,  abuse,  and  mismanagement  of  scarce  transit  resources.  Despite  tbese  prob- 
lems, FTA  has,  for  the  most  part,  asserted  that  its  level  of  grantee  oversight  was 
sufficient.  In  1992,  however,  FTA  reversed  its  stance  and  recognized  that  there  were 
serious  pervasive  problems  in  its  oversight  function,  developed  an  action  plan,  and 
made  a  commitment  to  meaningful  improvements.  Unfortunately,  there  now  are  in- 
dications that  FTA's  commitment  to  correct  the  identified  problems  has  lost  momen- 
tum. 

Chairman  Glenn.  Thank  you.  We  appreciate  it  very  much.  The 
Committee  appreciates  your  being  here. 

The  hearing  will  stand  in  recess,  subject  to  the  call  of  the  Chair. 

[Whereupon,  at  12:07  p.m.,  the  Committee  adjourned,  subject  to 
the  call  of  the  Chair.] 
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